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Tega Cay Water Service, Inc.
Summary of Cost of Capital and Fair Rate of Return
Based upon the Consolidate Capital Structure of Utilities, Inc. at March 31, 2010

Type of Capital Ratios (1) Cost Rate Weighted Cost Rate
Long-Term Debt 52.30% 6.60% Q) 3.45% 3.45%
Common Equity 47.70% 10.90% - 11.45% (2) 5.20% 5.46%
Total 100.00% 8.65% - 8.91%

(1) Company-provided.

(2) Based upon informed judgment from the entire study, the principal results of which are
summarized on page 2.



Tega Cay Water Service, Inc.
Brief Summary of Common Equity Cost Rate

Proxy Group of Six AUS
Utility Reports Water
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Proxy Group of
Ten AUS Utility
Reports Natural
Gas Distribution

No. Principal Methods Companies Companies
1. Discounted Cash Flow Model (DCF) (1) 11.70 % 9.42 %
2. Risk Premium Model (RPM) (2) 10.56 10.53
3. Capital Asset Pricing Model (CAPM) (3) 10.37 10.04
4. Comparable Earnings Model (CEM) (4) 14.00 NMF
5 Indicated Common Equity Cost Rate
' before Adjustment for Business Risks 11.15 % 10.00 %
6. Business Risk Adjustment Due to Small Size (5) 0.30 0.40
7. Indicated Common Equity Cost Rate 11.45 % 10.40 %
8. Recommended Range of Common Equity 10.90% - 11.45%
Cost Rate
Notes: (1) From Schedule 6.
(2) From page 1 of Schedule 10.
(3) From page 1 Schedule 11.

4)

®)

The CEM results are on Page 1 of Schedule 12. Ms. Ahern considers the result for the proxy group of
nine AUS Utility Reports electric and combination electric and gas companies abberant relative to the
other cost of equity models and are not meaningful (NMF) in this particular study as explained in her direct
testimony.

Business risk adjustment to reflect Tega Cay Water Service, Inc.'s greater business risk due to its small
size relative to the proxy group as detailed in Ms. Ahern's accompanying direct testimony.
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Tega Cay Water Service, Inc.
Market Capitalization of Tega Cay Water Service, Inc. and
the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
1 2 3 4 5 6
Common Stock Shares Book Value per Closing Stock Market-to-Book Market
Outstanding at Fiscal Share at Fiscal Total Common Equity at Market Price on Ratio on April 09, Capitalization on
Company Exchange Year End 2009 Year End 2009 (1) Fiscal Year End 2009 April 09, 2010 2010 (2) April 09, 2010 (3)
('millions ) ( millions ) ( millions )

Tega Cay Water Service, Inc. NA NA 2.982 (4) NA
Based Upon the Proxy Group of Six AUS Utility
Reports Water Companies 1928 % (5) _$ 5.749
Based Upon the Proxy Group of Ten AUS Utility
Reports Natural Gas Distribution Companies 1788 % (6) _$ 5.332
Proxy Group of Six AUS Utility Reports Water
Companies
American States Water Co. 18.532 $ 19.395 $ 359.430 $ 37.820 195.0 % $ 700.892
Aqua America, Inc. 137.149 $ 8.085 $ 1,108.904 $ 17.920 2216 $ 2,457.706
California Water Service Group 20.765 $ 20.257 $ 420.634 $ 38.080 188.0 $ 790.731
Connecticut Water Service, Inc. 8.574 $ 12.663 $ 108.569 $ 23.180 183.1 $ 198.739
Middlesex Water Company 13.519 $ 10.329 $ 139.631 $ 17.480 169.2 $ 236.312
York Water Company 12.559 $ 6.921 $ 86.922 $ 13.820 199.7 $ 173.562
Average 35.183 $ 12.942 $ 370.682 $ 24.717 1928 % $ 759.657
Proxy Group of Ten AUS Utility Reports Natural
Gas Distribution Companies
AGL Resources Inc. 77.500 $ 22.968 $ 1,780.000 $ 38.250 166.5 % $ 2,964.375
Atmos Energy Corporation 92.552 $ 23519 $ 2,176.761 $ 29.330 124.7 $ 2,714,542
Delta Natural Gas Company 3.318 $ 16.725 $ 55.493 $ 29.420 175.9 $ 97.617
Laclede Group, Inc. 22.168 $ 23.323 $ 517.030 $ 34.500 147.9 $ 764.800
New Jersey Resources Corp. 43.762 $ 15.761 $ 689.726 $ 38.490 244.2 $ 1,684.418
Northwest Natural Gas Co. 26.533 $ 24.879 $ 660.105 $ 46.880 188.4 $ 1,243.868
Piedmont Natural Gas Co., Inc. 73.266 $ 12.665 $ 927.948 $ 27.620 218.1 $ 2,023.607
South Jersey Industries, Inc. 29.796 $ 18.276 $ 544.564 $ 42.900 234.7 $ 1,278.258
Southwest Gas Corporation 45.092 $ 24.442 $ 1,102.127 $ 30.970 126.7 $ 1,396.491
WGL Holdings, Inc. 50.143 $ 21.891 $ 1,097.698 $ 35.190 160.8 $ 1,764.549
Average 46.413 $ 20.445 $ 955.145 $ 35.355 1788 % $ 1,593.253

NA= Not Available

Notes: (1) Column 3/ Column 1.

(2) Column4/ Column 2.

(3) Column 5 * Column 3.

(4) From Financial Statements of Tega Cay Water Service, Inc. for Fiscal Year End 2009.

(5) The market-to-book ratio of Tega Cay Water Service, Inc. on April 09, 2010 is assumed to be equal to the market-to-book ratio of the Proxy Group of Six AUS
Utility Reports Water Companies at April 09, 2010.
Tega Cay Water Service, Inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at April 09, 2010 of
the Proxy Group of Six AUS Utility Reports Water Companies, 192.8%, and Tega Cay Water Service, Inc.'s market capitalization on April 09, 2010 would
therefore have been $5.749 million.
The market-to-book ratio of Tega Cay Water Service, Inc. on April 09, 2010 is assumed to be equal to the market-to-book ratio of the Proxy Group of Ten
AUS Utility Reports Natural Gas Distribution Companies at April 09, 2010.
Tega Cay Water Service, Inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at April 09, 2010 of
the Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies, 178.8%, and Tega Cay Water Service, Inc.'s market capitalization on April
09, 2010 would therefore have been $5.332 million.

(6,

(7

(8

Source of Information: 2009 Annual Forms 10K
yahoo.finance.com
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Chapter 7

Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance
is that of a relationship between firm size and return.
The relationship cuts across the entire size spectrum but
is most evident among smaller companies, which have
higher returns on average than larger ones. Many studies
have looked at the effect of firm size on return.’ In this
chapter, the returns across the entire range of firm size
are examined.

Size and Liguidity

Capitalization is not necessarily the underlying cause of
the higher returns for smaller companies. While smaller
companies are usually less liquid, with fewer shares traded
on any given day, not all companies of the same size have
the same liquidity. Stocks that are more liquid have higher
valuations for the same cash flows because they have a
lower cost of capital and commensurately lower returns on
average. Stocks that are less liquid have a higher cost of
capital and higher returns on average.?

While it would be very useful to estimate the equity cost
of capital of companies that are not publicly traded, there
is not a direct measure of liquidity for these companies
because there are no public trades. Thus, there is usu-
ally no share turnover, no bid/ask spreads, etc. in which
to measure liquidity. Even though liquidity is not directly
observable, capitalization is; thus the size premium can
serve as a partial measure of the increased cost of capital
of a less liquid stock.

Size premiums presented in this book are measured from
publicly traded companies of various sizes and therefore do
not represent the full cost of capital for non-traded com-
panies. The valuation for a non-publicly traded company
should also reflect a discount for the very fact that it is not
traded. This would be an liquidity discount and could be
applied to the valuation directly, or altematively reflected
as an liquidity premium in the cost of capital.
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This chapter does not tell you how to estimate this incre-
mental liquidity valuation discount {or cost of capital
liquidity premium) that is not covered by the size premium.
At the end of this chapter, we show some empirical results
on the impact of fiquidity on stock returns.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by
the Center for Research in Security Prices {CRSP) at the
University of Chicago’s Graduate School of Business.
CRSP has refined the methodology of creating size-based
portfolios and has applied this methodology to the entire
universe of NYSE/AMEX/NASDAQ-listed securities going
back to 1926.

The New York Stock Exchange universe excludes closed-
end mutual funds, preferred stocks, real estate investment
trusts, foreign stocks, American Depository Receipts, unit
investment trusts, and Americus Trusts. All companies on
the NYSE are ranked by the combined market capitaliza-
tion of their eligible equity securities. The companies are
then split into 10 equally populated groups, or deciles.
Eligible companies traded on the NYSE, NYSE AMEX,
and the Nasdaq National Market {NASDAQ} are then
assigned to the appropriate deciles according to their
capitalization in relation to the NYSE breakpoints. The
portfolios are rebalanced, using closing prices for the last
trading day of March, June, September, and December.
Securities added during the quarter are assigned to the
appropriate portfolio when two consecutive month-end
prices are available. If the final NYSE price of a secu-
rity that becomes delisted is a month-end price, then
that month’s return is included in the quarterly return of
the security’s portfolio. When a month-end NYSE price is
missing, the month-end value of the security is derived
from merger terms, quotations on regional exchanges, and
other sources. If a month-end value still is not determined,
the last available daily price is used.

Base security returns are monthly holding period returns.
All distributions are added to the month-end prices, and
appropriate price adjustments are made to account for
stack splits and dividends. The return on a portfolio for one
month is calculated as the weighted average of the returns
for its individual stocks. Annual portfolio returns are calcu-
fated by compounding the monthly portfolio returns.

2010 1ht ® SBBI® Valuation Yearhook

Morningstar 8b




Table 7-1: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Number of Companies, Historical and Recent Market Capitalization

Historical Average Recent Decile Recent
Percentage Recent Market Percentage
. of Total Number of Capitalization of Total
Dacile Capitali Ct T {in Th ds) Capitalization
......... 63.26% . 168 $8,067,379,357 63.78%
2 13.94 176 1,681,320,126 13.28
3 7.54 174 802,897,270 6.35
4 4.72 185 566,025,344 4.48
5 3.24 215 435,313,426 3.44
8 2.38 241 318,576,916 2.53
7 1.76 305 281,895,344 2.23
8 L 417 197,085,621 1.56
g 1.02 560 178,722,563 1.41
10-Smallest 0.83 1,361 . 118,048,288 0.83
Mid-Cap 3-5 15.48 574 1,804,336,040 14.27
Low-Cap 6-8 545 983 798,557,882 8.31
Micro-Cap 9-10 1.86 ’ R4 296,768,831 2.35
Data from 1926-2009. Source: Morni and CRSP. Calculated {or Derived} based on data from CRSP US Stock Database and

CHSP US Indices Database ®2010 Center for Research in Security Prices {CRSP®), The University of Chicago Booth Schoo! of
Business. Used with permissicn,

Historical averaga percentage of total capitalization shows the average, over the last B4 years, of the decile market
values as a percentage of the total NYSE/AMEX/NASDAQ calculated each month. Number of companies in deciles,
recent market capitalization of deciles and recent p ge of total capitatization are as of D ber 31, 2008,

Tabie 7-2: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ,
Largest Company and Its Market Capitalization by Decile

Recent Market
Capitalization
Decile {in T s} Company Name
1-Largest $328,725,255 Exxon Mobil Corp.
2 14,691,668 Sysco Corp.
3 5,936,147 American International Group Inc.
4 3,414,634 Resmed Inc.
5 2,384,026 Mirant Corp.
6 1,500,169 Cypress Semiconductor Corp.
7 1,063,308 Enersys
8 684,790 Live Nation Inc.
9 431,256 American Reprographics Co.
10-Smallest 214,11 Quicksilver Gas Services LP

Source: Momingstar and CRSP, Calculated {or Derived) based on data from CRSP US Stock Database and CRSP US Indices Database
©2010 Center for Research in Security Prices {CRSP®), The University of Chicago Booth Schoo! of Business. Used with permission.
Market capitalization and name of largest company in each decile as of September 30, 2009,
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Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSE/
AMEX/NASDAQ account for most of the total market valug
of its stocks. Nearly two-thirds of the market value is rep-
resented by the first decile, which currently consists of 168
stocks, while the smallest decile accounts for just over one
percent of the market value. The data in the second column
of Table 7-1 are averages across all 84 years. Of course,
the proportion of market value represented by the various
deciles varies from year to year.

Columns three and four give recent figures on the
number of companies and their market capitalization,
presenting a snapshot of the structure of the deciles as of
December 31, 2008.

Table 7-2 gives the current breakpoints that define the
composition of the NYSE/AMEX/NASDAQ size deciles.
The largest company and its market capitalization are
presented for each decile. Table 7-3 shows the historical
breakpoints for each of the three size groupings presented
throughout this chapter. Mid-cap stocks are defined here
as the aggregate of deciles 3-5. Based on the most recent
data {Table 7-2), companies within this mid-cap range
have market capitalizations at or below $5,936,147,000
but greater than $1,600,169,000. Low-cap stocks include
deciles 6-8 and currently include all companies in the
NYSE/AMEX/NASDAQ with market capitalizations at or
below $1,600,169,000 but greater than $431,256,000.
Micro-cap stocks include deciles 9-10 and include compa-
nies with market capitalizations at or below $431,256,000.

The market capitalization of the smallest company included

in the micro-capitalization group is currently $1,006,616.

Presentation of the Decile Data
Summary statistics of annual returns of the 10 deciles
over 1926-2009 are presented in Table 7-4. Note from

this exhibit that both the average return and the total risk,

or standard deviation of annual returns, tend to increase
as one moves from the largest decile to the smallest.
Furthermore, the serial correlations of returns are near

zero for all but the smallest deciles. Serial correlations

and their significance will be discussed in detail later in

this chapter.

86 Chapter 7: Firm Size and Return
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Table 7-3: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ:
Largest and Smallest Company by Size Group (Continued)
19261965
Capitatization of Largest Company {in Tt ds} Capitalization of Smallest Company lin Thousands)
Mid-Cap Low-Cap Micro-Cap Mid-Cap . Low-Cap Micro-Cap
Date 3-5 6-8 8-10 3-5 -8 9-10
1928 $60,103 $13,795 $4,213 $13,800 $4,263 $43
1927 64,820 14,491 4415 14,522 4,450 65
1928 80,910 18,761 5,074 18,788 5,118 135
1929 103,054 24,328 5,862 24,480 5873 118
1930 66,750 12,918 3,358 13,050 3,369 30
1931 . 42,607 8,142 1,927 8,222 1,944 15
1932 12,212 2,208 468 2,223 463 19
1933 40,298 7,210 1,830 7,280 1,875 120
1934 38,019 5,638 1,673 5,669 1,691 69
1935 37,631 6,548 1,350 8,605 1,383 38
1936 46,983 11,505 2,754 11,526 . 2,800 98
1937 51,750 13,635 3,539 13,793 3,663 68
1938 35019 8,372 2,195 8,400 2,200 60
1933 35,409 7,478 1,819 7,500 1,854 75
1940 29,803 7,990 1,861 8,007 1,872 51
1941 30,362 8,316 2,086 8,336 2,087 72
1942 26,037 6,868 1,770 6,870 1,779 82
1943 42,721 11,403 3.847 11,475 3,903 395
1944 46,221 13,066 4,812 13,068 4,820 309
1945 55,125 17,325 6,413 17,575 6,428 225
1946 71,784 24,192 10,149 24,189 10,168 829
1947 57,830 17,718 6,373 17,735 6,380 508
1948 67,238 19,632 7,328 19,651 7,348 683
1949 56,082 14,548 5,037 14,577 5,108 378
1950 66,143 18,675 6,225 18,700 5,243 303
1951 82,517 22,750 7,598 22,860 7,600 668
1952 ' 95,636 75,405 8,428 25,452 8,480 480
1953 98,218 25,340 8,156 25,374 8,168 459
1954 125,834 29,707 8,488 29,791 8,502 463
1955 170,828 41,445 12,366 41,681 12,444 553
1956 183,792 46,805 13,524 46,886 13,623 1,122
1857 194,300 47,658 13,844 48,509 13,848 925
1958 195,536 46,774 13,789 46,871 13,816 550
1958 256,283 64,110 18,548 64,221 18,701 1,804
1960 252,292 61,485 19,293 61,529 19,344 831
1861 296,261 77,983 23,562 77,996 23,613 2455
1962 250,786 58,785 18,952 58,866 18,968 1,018
1963 308,903 71,846 23927 71,971 24,056 296
1964 349,675 79,508 25,585 79,937 25,607 223
1965 365,675 84,600 28,483 B5,065 28,543 250

2010 Ibb ® SBRI® Valuation Yearbook Morningstar 87
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Tahle 7-3 (Continued)
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ:
Largest and Smallest Company by Size Group {Continued)

1965-2008

Capitalization of Largest Company {in Tt s} Capitalization of Smallest Company {in Th s}

Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap
Date 3-5 68 8-10 3-5 6-8 9-10
1966 403,137 99,980 34,884 100,107 34,966 381
1967 453,438 118,888 42,188 119,635 42,237 381
1968 531,308 150,893 60,543 151,260 60,718 592
1968 518,485 146,792 54,353 147,311 54,603 2,118
1970 382,884 94,754 29,816 94,845 .+ 29,932 822
1971 551,690 147,426 45,570 147810 . . 45,571 865
1972 557,181 143,835 46,728 144,263 46,757 1,031
1973 ) 431,354 96,689 29,352 96,710 29,430 561
1974 356,878 79,878 23,355 80,280 23,400 444
1 975 477,054 102,313 30,353 103,283 30,384 540
1976 566,296 121,717 34,864 121,892 34,901 564
1977 584,577 139,196 40,700 139,620 40,765 513
1978 580,881 164,093 47,927 164,455 48,038 830
1978 665,018 177,378 51,197 177,769 51,274 948
1980 762,195 188,312 50,496 199,315 50,544 548
1981 962,397 264,690 72,104 264,783 72,450 1,448
1982 770,517 210,301 55,336 210,830 55,423 1,060
1983 1,208,911 353,888 104,382 356,238 104,588 2,025
1984 1,075,436 315,965 91,004 316,103 91,195 2,093
1885 1,440,436 370,224 94,875 370,729 94,887 760
1986 1,857,621 448,015 110,617 449,462 110,953 708
1987 2,058,143 468,948 113,418 470,662 113,430 1,277
1988 1,957,926 421,340 94,448 421,675 94,573 696
1989 2,145,947 480,975 100,285 483,623 100,384 96
1990 2,171,217 474,085 93,750 474,477 93,780 132
1991 2,128,863 457,858 87,586 458,853 87,733 278
1992 2,428,671 500,327 103,352 500,346 103,500 510
1993 2,705,192 603,588 137,105 . 607,449 137,137 602
1994 2,470,244 596,059 148,104 597,975 - 148,218 598
1995 2,782,938 647,210 155,386 647,253 155,532 B9
1996 3,142,657 751,316 . . 193,001 751,680 193,016 1,043
1997 3,484,440 813,923 228,900 814,355 229,058 585
1998 4,216,707 925,688 252,553 926,215 253,031 1,671
1998 4,251,741 875,303 220,397 875,582 220,456 1,502
2000 4,143,902 840,000 192,083 840,730 192,439 1,393
2001 5,156,315 1,108,224 265,734 1,108,969 265,736 443
2002 4,930,326 1,116,525 308,980 1,124,331 309,245 501
2003 4,744 580 1,163,369 328,060 1,163,423 329,528 332
2004 6,241,953 1,607,854 505,437 1,607,931 506,410 1,383
2005 7,187,244 1,728,888 586,393 1,728,364 587,243 1,078
2006 7,777,183 1,946,588 626,955 1,947,240 627,017 2,247
2007 9,206,713 2411794 723,258 2,413,583 725,287 1,922
2008 7,360,271 1,848,961 453,754 1,849,950 453,398 1,575
2008 5,936,147 1,600,163 431,256 1,602,428 432,175 1,007

Chapter 7: Firm Size and Return
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than 20 percent. A more extreme case occurred in the
depression-recovery year of 1933, when the difference
between the first and tenth decile returns was far more

Graph 7-1: Size-Decile Portfolios of the NYSE/AMEX/NASDAC
Wealth Indices of Investments in Mid-, Low-, Micro-, and Total Capitalization Stocks
Index {Year-End 1825 = $1.00)

$1000000 .

Micro-Cap (514,346.99 VES)
" Low-Cap (§7,855.04 YEOY) | -

Nid-Cap ($5,731.07 YEOS)

substantial, with the largest stocks rising 46 percent, and
the smallest stocks rising 218 percent. This divergence in
the performance of small and large company stocks is a
COMMON OCCUITENCE.

Table 7-4: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Summary Statistics of Annual Returns

$I00000 " Total Capitaliation{§2,167.57 YE0G) .
T ’ Tt e YT Geometric  Avithmetic  Standard  Serial

Decile Mean Mean Deviation G i
1-Largest 9.1 109 194 0.07
2 10.4 128 224 0.0
3 10.7 13.4 239 -0.04
4 10.7 138 28.2 -0.03
5 3T e 710 0od
B 11.2 148 21.6 0.02
7 1.2 15.2 298 0.00
8 11.4 16.3 344 0.04
9 1.5 170 36.7 0.04
10-Smallest 13.1 209 45.2 0.14
Mid Cap 10.8 13.7 25.0 -0.04
Low Cap ns 15.2 294 0.02
Micro 121 18.2 39.2 007
NYSE/AMEX/ 98 116 205 0.01
NASDAQ Tota! Value :

Weighted index

Data from 1926~2009. Source: M and CRSP. Calculated {or Derived) based
on data from CRSP US Stock Database and CASP US Indices Database ©2010 Center
for Research in Security Prices [CRSP®), The University of Chicago Booth School of
Business. Used with permission.

Results are for quarterly re-ranking for the deciles. The small company stack
summary statistics p d in earlier chapt prise a re-ranking of the
portfolios every five years prior to 1962.

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways.
First, the greater risk of small stocks does not, in the con-
text of the capital asset pricing mode! {CAPM), fully account
for their higher returns over the long term. In the CAPM only

1925 3% 45 55 85 75 85 g5 05 2009 systematic, or beta risk, is rewarded; small company stocks
Year-end have had returng in excess of those implied by their betas.
Data from 1925-2008.

Graph 7-1 depicts the growth of one dollar invested in
each of three NYSE/AMEX/NASDAQ groups broken down
into mid-cap, low-cap, and micro-cap stocks. The index
value of the entire NYSE/AMEX/NASDAQ is also included.
All returns presented are value-weighted based on the
market capitalizations of the deciles contained in each
subgroup. The sheer magnitude of the size effect in some
years is noteworthy. While the largest stocks actually
declined 9 percent in 1977, the smallest stocks rose more

Second, the calendar annual return differences between
small and large companies are serially correlated. This
suggests that past annual returns may be of some value
in predicting future annual returns, Such serial correlation,
or autocorrelation, is practically unknown in the market for
farge stocks and in most other equity markets but is evident
in the size premia.
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Table 7-5: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Long-Term Returns in Excess of CAPM

Actual CAPM Size
Avith- Return Beturn Premium
metic inExcess  inExcess  {Retumin
Mean  ofRiskless of Riskless Excess of

Return  Hate** Rate! CAPM}
Decile Beta® (%) {%} 1%) {%}
1-Largest 0.91 10.90 5.72 6.09 -0.37
2 1.03 12.81 7.64 6.90 0.74
3 1.10 13.36 8.18 7.33 0.85

112 1382 8.65 7.50 1.15

116 1458 9.41 7.72 1.69

124 1519 10.01 8.28 173

4
5
i 1.18 1481 9.63 7.0 1.73
7
8

130 16.33 11.15 8.67 2.49

g 135 1701 11.84 8.99 2.85

10-Smallest 141 20.85 15.68 8.39 6.28

Mid-Cap, 3-5 112 137 8.54 745 1.08

Low-Cap, 6-8 123 1520 10.03 8.18 1.85

Micro-Cap, 8-10 136 18.23 13.06 8.07 348

Data from 1926-2008.

*Betas are estimated from monthly retums in excess of the 30-day U.S. Treasury bill
total return, January 1926-December 2008,

**Historical riskless rate measured by the B4-year arithmetic mean income retum
of 20-year g bonds {5.18).

*Calculated in the context of the CAPM by multiplying the equity risk premium by
beta. The equity risk premium is estimated by the arithmetic mean total return of
the S&P 500 (11.85 percent) minus the arithmetic mean income return component
of 20-year government bonds {5.18 percent) from 1926~2009.

Graph 7-2: Security Market Line Versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAQ

25 Arithmetic Mean Return {%)

pe - — $10
20
15
10
5 Riskless Rate —-

Beta 000 025 050 075 100 125 150175

Data from 1826-2008.

Souree: Morni and CRSP. Calculated {or Derived) based on data from CRSP
US Stock Database and CRSP US Indices Database ®2010 Center for Research
in Security Prices {CRSP®), The University of Chicago Booth School of Business.
Used with permission.

Third, the firm size effect is seasonal. For example, small
company stocks outperformed large company stocks in the
month of January in a large majority of the years. Such
predictability is surprising and suspicious in fight of modem
capital market theory. These three aspects of the firm size
effect—Ilong-term returns in excess of systematic risk,
serial correlation, and seasonality—uwill be analyzed
thoroughly in the following sections.

Long-Term Returns in Excess of Systematic Risk

The capital asset pricing model (CAPM) does not fully
account for the higher returns of small company stocks.
Table 7-5 shows the returns in excess of systematic risk
over the past 84 years for each decile of the NYSE/AMEX/
NASDAQ. Recall that the CAPM is expressed as follows:

kg =rg+(B s XERP)

Table 7-5 uses the CAPM to estimate the return in excess
of the riskless rate and compares this estimate to historical
performance. According to the CAPM,"the expected return
on a security should consist of the riskless rate plus an
additiona! return to compensate for the systematic risk
of the security. The return in excess of the riskless rate is
estimated in the context of the CAPM by multiplying the
equity risk premium by B {beta). The equity risk premium
is the return that compensates investors for taking on risk
equal to the risk of the market as a whole {systematic risk).
Beta measures the extent to which a security or portfolio
is exposed to systematic risk.* The beta of each decile indi-
cates the degree to which the decile’s return moves with
that of the overall market.

A beta greater than one indicates that the security or port-
folio has greater systematic risk than the market; according
to the CAPM equation, investors are compensated for
taking on this additional risk. Yet, Table 7-5 illustrates
that the smaller deciles have had returns that are not fully
explained by their higher betas. This return in excess of
that predicted by CAPM increases as one moves from the
largest companies in decile 1 to the smallest in decile 10.
The excess return is especially pronounced for micro-cap
stocks {deciles 9-10). This size-related phenomenon has
prompted a revision to the CAPM, which includes a size
premium. Chapter 4 presents this modified CAPM theory
and its application in more detail.
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down into 20 size groupings, with portfolios 19 and 20
representing 10a and 10b. Further splitting 10a into 10w
Market and 10x and 10b into 10y and 10z is equivalent to breaking

Table 7-6; Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
10th Decile Sub-Portfolios

Recent Capitalization . X i . . i
Number of of Largest Company the stocks down into 40 size groupings, with portfolios 37
Decile Compan fin Thousands} Company Name and 38 representing 10w and 10x, and portfolios 39 and 40
10a 395 214,111 Quicksilver Gas Services L P representing 10y and 10
T 210,111 Quicksilver Gas Services L P P g 10y and 10z
10x 232. 169,497 Landry’s Restaurants, Inc.
10b 1,382 123516 Lee Enterprises Table 7-7 shows that the pattern continues; as companies
oy a0 123516 Lee Enterprises : get smaller their size premium increases. There is a notice-
© 10z 1,080

76,052 Federal Agricultural Mortgage Corporation A

Note: These numbers may not aggregate to equal Je’ci]e 10 figures.

Source: Marni and CRSP: Calouk

d {or Derived) based on data from CRSP US Stock Database and CRSP US Indices Database

©2010 Canter for Research in Security Prices [CASP®), The University of Chicago Booth School of Business. Used with permission.

Market capitalization and name of largest company in eath decile as of September 30, 2009.

This phenomenon can also be viewed graphically, as
depicted in Graph 7-2. The security market line is based on
the pure CAPM without adjustment for the size premium.
Based on the risk {or beta) of a security, the expected
return lies on the security market line. However, the actual
historic returns for the smaller deciles of the NYSE/AMEX/
NASDAQ fie above the line, indicating that these deciles
have had returns in excess of that which is appropriate for
their systematic risk.

Further Analysis of the 10th Decile

The size premia presented thus far do a great deal to

explain the return due solely to size in publicly traded com-
panies. However, by splitting the 10th decile into further
size groupings we can get a closer ook at the smallest
companies. This magnification of the smallest companies
will demonstrate whether the company size to size premia
relationship continues to hold true.

Ibbotson first split the 10th decile into 10a and 10b in the
2001 Ibbotson SBBI Valuation Yearbook. With the 2010
Ibbotson SBBI Valuation Yearbook, we introduce an even
closer look at the smallest companies by splitting 10a into
10w and 10x, and splitting 10b inta 10y and 10z.

As previously discussed, the method for determining
the size groupings for size premia analysis was to take
the stocks traded on the NYSE and break them up into
10 deciles, after which stocks traded on the NYSE AMEX
and NASDAQ were allacated into the same size groupings.
This same methodology was used to split the 10th decile
into four parts: 10w, 10x (sub-portfolios of 10a), and 10y,
and 10z (sub-portfolios of 10b). Splitting the 10th decile
into 10a and 10b is equivalent to breaking the stocks

able increase in size premium from 10a to 10b, and the
portfolio made up of the smallest companies, 10z, has the
largest size premium, which is demoenstrated visually in
Graph 7-3. This can be useful information in valuing compa-
nies that are extremely small. Table 7-6 presents the size,
composition, and breakpoints of each size category. First,
the recent number of companies and total decile market
capitalization are presented for each of the portfolios. Then
the market capitalization and name of the largest company
is presented. Breaking the smallest decile down lowers the
significance of the results compared to results for the 10th
decile taken as a whole, however. There are always going
10 be more companies included in the Micro-cap than in the
10th decile, and more companies in the 10th decile than in
the 10b category. The more stocks included in a sample,
the more significance can be placed on the results. The
10th decile gets as small as 43 companies back in March
of 1928. This is still significant.

While this is not as much of a factor with the recent years
of data, these size premia are constructed with data back
1o 1926. By breaking the 10th decile down into smaller
components we have cut the number of stocks included
in each group-ing. The change over time of the number
of stocks included in the 10th decile for the NYSE/AMEX/
NASDAQ is presented in Table 7-8. With fewer stocks
included in the analysis early on, there is a strong pos-
sibility that just a few stocks can dominate the returns
for those early years. While the number of companies
included in the 10th decile for the early years of our
analysis is low, it is not too low to demonstrate that the
company size to size premia relationship continues to hold
true, even when broken down into subdivisions 10a, 10w,
10x, 10b, 10y, and 10z.

All things considered, size premia developed for these
portfolios are significant and can be used in cost of
capital analysis. These size premia should greatly enhance
the development of cost of capital analysis for very
small companies.
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Overlapping Size Categories

A common question among valuation practioners is
about how to use the various size premium metrics that
Morningstar provides when size-based category break-
points overlap. This issue is magnified now that we have
published even more granulatiry for the 10th decile.

There are going to be cases when the estimated equity
value for a subject could categorize it in a number of size
premium buckets. This range of postential size premium
choices would have a tremendous effect on the firm's
enterprise value. There are two decision paths when mak-
ing this choice. The improper path is to choose the size
premium that achieves the self-serving goal of influencing
the enterprise value in the direction most desired. In many
cases this leads to choosing the highest size premium
number {12.06% in Table 7-7), because this will lead to
the lowest enterprise value for tax purposes, marital dis-
solution, acquisition valuation, etc. The proper path is to
choose the size premium that is most statistically relevant
for your application.

Choosing the Right Size Premium

There are two primary factors in determining which size
premium to use. First, identify how close to a size category
boundary your subject company falls. Second, determine
how confident you are in your estimate of equity value.

Let's say you have an example where the estimated
equity value is close to the top breakpoint of the 10b cat-
egory, toward the middle of the 10th decile, and toward

the bottom of the Micro-cap. In this case, the statistically

conservative choice is the 10th decile. We need to balance
the confidence that our subject firm actually falls within
a particular size category with the need to tailor that size
grouping as tight as possible to make the peers relevant
to our analysis. The Micro-cap category is too broad for
this case, since the subject firm falls in the lower range
of the category, and 10b is too narrow since our subject
company would barely squeeze in under the top breakpoint
before sliding into 10a. We can say with confidence that
the 10th decile puts our company among the most peers
of similar size.

Since estimating equity value for the purpose of size
premium categorization is a circular challenge, it makes
sense to use as many guality metrics that are available to
perform this estimate. In doing so, you may find that the
equity estimates cross a number of size premium catego-
ries. In this case, it is advisable to sacrifice granularity for
statistical confidence. For example, if you have three equity
estimates indicating that your firm would fall in the middle
of 10x, bottom of 10x, and middle of 10y categories, the
overall 10th decile size premium would be the best cat-
egory to capture the size of similar peer companies while
acknowledging that the imperfectings and circular nature
of the size bucketing process.

Table 7-7: Long-Term Returns in Excess of CAPM Estimation for Decile
Portfolios of the NYSE/AMEX/NASDAQ, with 10th Decile Split

Realized Estimated  Size
Arith-  Return Return Premium
metic  inExcess  inExcess  (Retumin
Mean  of Riskless  of Riskless Excess of
Return  Rate®*® Rate! CAPM}
Beta® (%} {%) (%) ()

1 0.81 10.90 5.72 6.09 -0.37
2 1.03 1281 764 6.90 0.74
3 110 1336 8.18 7.33 0.85
4 112 1382 B.65 7.50 1.15
5 116 1489 .41 1.72 1.68
6 118 1481 9.63 7.80 1.73
7 124 1519 10.01 8.28 173
8 130 1633 11.15 8.67 2489
9 135 17.01 11.84 8.99 2.85
10a 142 1810 13.92 8.47 4.45

10w 139 1833 13.15 9.30 3.85
10x 145 1978 1450 9.69 4.91 -
10b 138 2439 18.21 920 10.0%
10y 140 2358 18.40 9.35 9.05
10z 135 2623 21.05 893 1206
Mid-Cap, 3-5 112 1371 B8.54 7.45 1.08
Low-Cap, 6-B 123 1520 10.03 8.18 1.85
Micro-Cap, 8-10 136 18.23 13.08 9.07 3.99

Data from 1926-2008. Source: Morni and CRSP. Calculated {or Derived) based
on data fram CRSP US Stock Database and CASP US Indices Database ©2010 Center
for Research in Security Prices {CRSP®), The University of Chicago Booth School of
Business. Used with permission.

*Betas are estimated from monthly portfolio total returns in excess of the 30-day
U.S. Treasury bill total return versus the S&P 500 total returns in excess of the
30-day U.S. Treasury bill, January 1326-December 2009 .

“*Historical riskless rate is measured by the 84-year arithmetic mean income refurn
of 20-year g honds {5.18 percent).

1Calculated in the context of the CAPM by multiplying the equity risk premium by
beta, The equity risk premium is estimated by the arithmetic mean total return of
the S&F 500 {11.85 percent) minus the arithmetic mean income return component
of 20-year government bonds {5.18 percent) from 1926-2008.
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Graph 7-3: Security Market Line versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAQ, with 10th Decile Split
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Data from 19262003,

Tahle 7-8: Historical Number of Companies for NYSE/AMEX/NASDAQ
Decile 10

Sept. Number of Companies
1926 52
1930 72
1940 78
1950 100
1960 109
1970 865
1980 685
1980 1,814
2000 Coo1827
2005 1,746
2007 1,775
2008 1,628
2009 1,777

Source: Marmingstar and CRSP. Calculated {or Derived) based on data from CRSP
US Stack Database and CRSP US Indices Database ©2010 Center for Research
in Security Prices [CRSP®), The University of Chicago Booth School of Business.
Used with permission.

*The fewest number of companies was 48 in March, 1826

Alternative Methods of Calculating the Size Premia
The size premia estimation method presented above makes
several assumptions with respect to the market bench-
mark and the measurement of beta. The impact of these
assumptions can best be examined by looking at some
alternatives. In this section we will examine the impact on
the size premia of using a different market benchmark for
estimating the equity risk premia and beta. We will also
examine the effect on the size premia study of using sum
beta or an annual beta®

Changing the Market Benchmark

In the original size premia study, the S&P 500 is used as
the market benchmark in the calculation of the realized
historical equity risk premium and of each size group's
beta. The NYSE total value-weighted index is a common
alternative market benchmark used to calculate beta. Table -
7-9 uses this market benchmark in the calculation of beta.
In order to isolate the size effect, we require an equity risk
premium based on a large company stock benchmark. The
NYSE deciles 1-2 large company index offers a mutually
exclusive set of portfolios for the analysis of the smaller
company groups: mid-cap deciles 3-5, low-cap deciles
6-8, and micro-cap deciles 9-10. The size premia analyses
using these benchmarks are summarized in Table 7-9 and
depicted graphically in Graph 7-4.

Tahle 7-8: Long-Term Returns in Excess of CAPM Estimation for Decile
Partfolios of the NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks

Realized Estimated  Size
Asith-  Retum Return Premium
metic inExcess  inExcess  (Returnin
Mean  of Riskless  of Riskless Excess of
Return  Rate** Rate' CAPM}
Beta® (%) %) [V )

1 0.93 10.90 572 5.84 -0.13
2 1.1 12.81 7.64 6.59 1.05
3 117 13.36 B.18 6.95 1.24
4 1.20 13.82 8.65 717 183
5 1.23 14,59 9.41 7.29 212
§ 1.26 14.81 9.63 7.45 2.8
7 X T -
8 1.38 16.33 11.15 8.17 2.98
9 1.42 17.00 11.84 B.44 3.39
10 1.48 20.85 15.68 8.79 6.89

Mid-Cap,3-56 - 118 1371 8.54 7.06 1.48

Low-Cap, 6-8 1.30 15.20 10.03 7.71 2,32
Micro-Cap, 8-10  1.43 18.23 13.06 8.50 455
Data from 1926~2008. Source: N and CRSP, Calculated {or Derived) based

on data from CRSP US Stock Database and CRSF US Indices Database ©2010 Center
for Research in Security Prices [CASP®), The University of Chicago Booth School of
Business. Used with permission.

*Betas are estimated {rom monthly partfolio total returns in excess of the 30-day
U.S. Treasury bill total retumn versus the CRSF Deciles 1-2 total returns in excess of
the 30-day U.S. Treasury bill, January 1926~December 2008 .

**Historical riskless rate is measured by the 84-year arithmetic mean income return
of 20-year g bonds {5.18 percent).

1Calculated in the context of the CAPM by multiplying the equity risk premium by
beta, The equity risk premium is estimated by the arithmetic mean total return of
the CRSP Deciles 1-2 {11.10 percent) minus the arithmetic mean income return com-
ponent of 20-year gavernment bonds {5.18 percent} from 1826-2009.
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Graph 7-4: Security Market Line versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks
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Data from 1926-2008,

For the entire period analyzed, 1926-2009, the betas
obtained using the NYSE total value-weighted index are
higher than those obtained using the S&P 500. Since
smaller companies had higher betas using the NYSE bench-
mark, one would expect the size premia to shrink. However,
as was illustrated in Chapter 5, the equity risk premium
calculated using the NYSE deciles 1-2 benchmark results
in a value of 5.93, as opposed to 6.67 when using the S&P
500. The effect of the higher betas and lower equity risk
premium cancel each other out, and the resulting size
premia in Table 7-9 are slightly higher than those resulting
from the original study.

Measuring Beta with Sum Beta

The sum beta method attempts to provide a better measure
of beta for small stocks by taking into account their lagged
price reaction to movements in the market. {See Chapter
6.] Table 7-10 shows that using this method of beta esti-
mation results in larger betas for the smaller size deciles
of the NYSE/AMEX/NASDAQ while those of the larger
size deciles remain relatively stable. From these results,
it appears that the sum beta method corsects for possible
errors that are made when estimating small company betas
without adjusting for the lagged price reaction of small
stocks. However, the sum beta, when applied to the CAPM,
still does not account for all of the returns in excess of the
riskless rate historically found for small stocks. Table 7-10

demonstrates that a size premium is still necessary to esti-
mate the expected returns using sum beta in conjunction
with the CAPM, though the premium is smaller than that
needed when using the typical calculation of beta.

Graph 7-5 compares the 10 deciles of the NYSE/AMEX/
NASDAQ to the security market line. There are two sets
of decile portfolios—one set is plotted using the single
variable regression method of calculating beta, as in Graph
7-2, and the second set uses the sum beta method. The
portfolios plotied using sum beta more closely resemble
the security market ling. Again, this demonstrates that the
sum beta method results in the desired effect: a higher
estimate of returns for small companies. Yet the smaller
portfolios still lie above the security market line, indicating
that an additional premium may be required.

Table 7-10: Long-Term Returns in Excess of CAPM Estimation for Decile
Portfolios of the NYSE/AMEX/NASDAQ, with Sum Beta

Realized Estimated  Size
Arith-  Return Retun Premium
metic inExcess  inExcess  (Returnin
Mean  of Riskless  of Riskless  Excess of

Retum  Rate™* Rate' CAPMY)
Beta* (%) (%) {%} (%}
1-Largest 0.91 10.90 572 6.08 -0.36

1.06 1281 7.64 7.04 0.58
113 1336 8.18 7.55 0.64
120 1382 8.65 8.00 0.65
124 1488 9.41 8.25 1.17
130 148 9.63 8.66 0.96
1.38 1519 10.01 9.21 0.80
143 1633 11.15 9.97 1.19
9 156  17.01 11.84 1038 1.46
10-Smallest 1.7 20.85 1568 1140 4.28
Mid-Cap, 3-5 197 13N 854 781 0.73
Low-Cap, 6-8 136 15.20 10.03 - 810 0.93
Micro-Cap, 910 160 1823 1306 1067 2.38

isdimiu; it

Data from 18262008, Source: Morni and CRSP. Calcutated {or Derived) based
on data from CASP US Stock Database and CRSP US Indices Database ©2010 Center
for Research in Security Prices [CRSP®), The University of Chicago Booth School of
Business. Used with permission.

*Betas are estimated from monthly portfolio total returns in excess of the 30-day
1.8. Treasury bill tota! ceturn versus the SRF 500 total returns in excess of the
30-day U.S. Treasury bill, January 1926-December 2009.

**Historical riskless rate is measured by the B4-year arithmetic mean income return
component of 20-year government bonds {5.18 percent].

1Calculated in the context of the CAPM by multiplying the equity risk premium by
beta, The equity risk premium is estimated by the arithmetic mean total return of
the S&P 500 {11.85 percent} minus the arithmetic mean income return component
of 20-year govarnment bonds {5.18 percent} from 1826-2008.
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The utilitles rating methodology encompasses two basic
components: business risk analysis and financial analysis.
Evaluation of industry characteristics, the utility’s position
within that industry, its regulation, and its management
provides the context for assessing a firm’s financial condi-
tion.

Historical analysis is a tool for identifying strengths and
weaknesses, and provides a starting point for evaluating
financial condition. Business position assessment is the
qualitative measure of a utility’s fundamental creditwor-
thiness. It focuses on the forces that will shape the utilities’
future.

The credit analysis of utilities is quickly evolving, as
utilities are treated less as regulated monopolies and more
as entities faced with a host of challengers in a competitive
environment. Marketplace dynamics are supplanting the
power of regulation, making it critically important to re-
duce costs and/or market new services in order to thwart
competitors’ inroads.

Markets and service area economy

Assessing service territory begins with the economic and
demographic evaluation of the area in which the utility has
its franchise. Strength of long-term demand for the product
is examnined from a macroeconomic perspective. This en-
ables Standard & Poor’s to evaluate the affordability of
rates and the staying power of demand.

Standard & Poor’s tries to discern any secular consump-
tion trends and, more importantly, the reasons for them.
Specific items examined include the size and growth rate
of the market, strength of the franchise, historical and
projected sales growth, income levels and trends in popu-
lation, employment, and per capita income. A utility with
a healthy economy and customer base-—as illustrated by
diverse employment opportunities, average or above-av-
erage wealth and income statistics, and low unemploy-

ment—will have a greater capacity to support its opera-
tions.

For electric and gas utilities, distribution by customner
class is scrutinized to assess the depth and diversity of the
utility’s customer mix. For example, heavy industrial con-
centration is viewed cautiously, since a utility may have
significant exposure to cyclical volatility. Alternatively, a
large residential component ylelds a stable and more pre-
dictable revenue stream. The largest utility customers are
identified to determine their importance to the bottomn line
and assess the risk of their loss and potential adverse effect
on the utility’s financial position. Credit concerns arise
when individual customers represent more than 5% of
revenues. The company or industry may play a significant
role in the overall economic base of the service area. More-
over, large customers may turn to cogeneration or alterna-
tive power supplies to meet their energy needs, potentially
leading to reduced cash flow for the utility (even in cases
where a large customer pays discounted rates and is not a
profitable account for the utility). Customer concentration
is less significant for water and telecommunication utili-
ties.

Competitive position
As competitive pressures have intensified in the utilities

industry, Standard & Poor’s analysis has deepened to in-
clude a more thorough review of competitive position.

Electric utility competition

For electric utilities, competitive factors examined in-
clude: percentage of firm wholesale revenues that are most
vulnerable to competition; industrial load concentration;
exposure of key customers to alternative suppliers; com-
mercial concentrations; rates for various customer classes;
rate design and flexibility; production costs, both marginal
and fixed; the regional capacity situation; and transmission
constraints. A regional focus is evident, but high costs and
rates relative to national averages are also of significant
concern because of the potential for electricity substitutes
over time.

Mounting competition in the electric utility industry
derives from excess generating capacity, lower barriers to
entering the electric generating business, and marginal
costs that are below embedded costs. Standard & Poor’s
has already witnessed declining prices in wholesale mar-
kets, as de facto retail competition is already being seen in
several parts of the country. Standard & Poor’s believes
that over the coming years more and more customers will
want and demand lower prices. Initial concerns focus on
the largest industrial loads, but other customer classes will
be increasingly vulnerable. Competition will not necessar-
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ily be driven by legislation. Other pressures will arise from
global competition and improving technologies, whether
it be the declining cost of incremental generation or ad-
vances in transmission capacity or substitute energy
sources like the fuel cell. It is impossible to say precisely
when wide-open retail competition will occur; this will be
evolutionary. However, significantly greater competition
in retail markets is inevitable.

Gas utility competition

Similarly, gas utilities are analyzed with regard to their
competitive standing in the three major areas of demand:
residential, commercial, and industrial. Although regu-
lated as holders of monopoly power, natural gas utilities
have for some time been actively competing for energy
market share with fuel ofl, electricity, coal, solar, wood, etc.
The long-term staying power of market demand for natu-
ral gas cannot be taken for granted. In fact, as the electric
utility industry restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. In addition, independent gas market-
ers have made greater inroads behind the city gate and are
competing for large gas users. Moreover, the recent trend
by state regulators to unbundle utility services is creating
opportunities for outsiders to market niche products. Dis-
tributors still have the upper hand, but those who do not
reduce and control costs, and thus rates, could find com-
petition even more difficult.

Natural gas pipelines are judged to carry a somewhat
higher business risk than distribution companies because
they face competition in every one of their markets. To the
extent a pipeline serves utilities versusindustrial end users,
its stability is greater. Over the next five years, pipeline
competition will heat up since many service contracts with
customers are expiring. Most distributor or end-use cus-
tomers are looking to reduce pipeline costs and are work-
ing to improve their load factor to do so. Thus, pipelines
will likely find it difficult to recontract all capacity in
coming years. Being the pipeline of choice is a function of
attractive transportation rates, diversity and quality of
services provided, and capacity available in each particular
market. In all cases though, periodic discounting of rates
to retain customers will occur and put pressure on profit-
ability.

Water utility competition

Asthe last true utility monopoly, water utilities face very
little competition and there is currently no challenge to the
continuation of franchise areas. The only exceptions have
been cases where investor-owned water companies have
been subject to condemnation and municipalization be-
cause of poor service or political motivations. In that re-
gard, Standard & Poor’s pays close attention to costs and
rates in relation to neighboring utilities and national aver-
ages. (In contrast, the privatization of public water facilities
has begun, albeit at a slower pace than anticipated. This is
occurring mostly in the form of operating contracts and
public/private partnerships, and not in asset transfers.
This trend should continue as cities look for ways to bal-

30

ance their tight budgets.) Also, water utilities are not fully
immune to the forces of competition; in a few instances
wholesale customers can access more than one supplier.

Telephone competition

The Telecommunications Act of 1996 accelerates the con-
tinuing challenge to the local exchange compantes’ (LECs)
century-old monopoly in the local loop. Competitive ac-
cess providers (CAPs), both facilities-based and resellers,
are aggressively pursuing customers, generally targeting
metropolitan areas, and promising lower rates and better
service.

Most long-distance calls are still originated and termi-
nated on the local telephone company network. To com-
plete such a call, the long-distance provider (including
AT&T, MCI, Sprint and a host of smaller interexchange
carriers or “IXCs”) must pay the local telephone company
a steep “access” fee to compensate the local phone com-
pany for the use of its local network. CAPs, in contrast,
build or lease facilities that directly connect customers to
their long-distance carrier, bypassing the local telephone
company and avoiding access fees, and thereby can offer
lower long-distance rates. But the LECs are not standing
still; they are combating the loss of business to CAPs by
lowering access fees, thereby reducing the economicincen-
tive for a high usage long-distance customer to use a CAP.
LECs are attempting to make up for the loss of revenues
from lower access fees by increasing basic local service
rates (or at least not lowering them), since basic service is
far less subject to competition. LECs are improving oper-
ating efficlency and marketing high margin, value-added
new services. Additionally, in the wake of the Telecommu-
nications Act, LECs will capture at least some of the inter-
LATA long-distance market. As aresult of these initiatives,
LECs continue to rebuild themselves—from the traditional
utility monopoly to leaner, more marketing oriented or-
ganizations. -

While LECs, and indeed all segments of the telecommu-
nications sector, face increasing competition, there are fa-
vorable industry factors that tend to offset heightened
business risk and auger for overall ratings stability for most
LECs. Importantly, telecommunications is a declining-cost
business. With increased deployment of fiber optics, the
cost of transport has fallen dramatically and digital switch-
ing hardware and software have yielded more capable,
trouble-free and cost-efficient networks. As a result, the
cost of network maintenance has dropped sharply, as illus-
trated by the ratio of employees per 10,000 access lines, an
oft cited measurement of efficiency. Ratios as low as 25
employees per 10,000 lines are being seen, down from the
typical 40 or more employees per 10,000 ratio of only a few
years ago.

In addition, networks are far more capable. They are
increasingly digitally switched and able to accommodate
high-speed communications. The infrastructure needed to
accommodate switched broadband services will be built
into telephone networks over the next few years. These
advanced networks will enable telephone companies to
look to a greater variety of high-margin, value-added serv-
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ices. In addition to those current services such as call
waliting or caller ID, the delivery of hundreds of broadcast
and interactive video channels will be possible. While these
services offer the potential of new revenue streams, they
will simultaneously present a formidable challenge. LECs
will be entering the new (to them) arena of multimedia
entertainment and will have to develop expertise in mar-
keting and entertainment programming acumen; such
skills stand in sharp contrast to LECs’ traditional strengths
in engineering and customer service.

Operations

Standard & Poor’s focuses on the nature of operations
from the perspective of cost, reliability, and quality of
service. Here, emphasis is placed on those areas that re-
quire management attention in terms of time or money and
which, if unresolved, may lead to political, regulatory, or
competitive problems.

Operations of electric utilities

For electrics, the status of utility plant investment is
reviewed with regard to generating plant availability and
utilization, and also for compliance with existing and con-
templated environmental and other regulatory standards.
The record of plant outages, equivalent availability, load
factors, heat rates, and capacity factors are examined. Also
important is efficiency, as deflned by total megawatt hour
per employee and customers per employee. Transmission
interconnections are evaluated in terms of the number of
utilities to which the utility in question has access, the cost
structures and available generating capacity of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalation in decommissioning estimates, significant
weight is given to the operation of nuclear facilities. Nu-
clear plants are becoming more vulnerable to high produc-
tion costs that make their rates uneconomic. Significant
asset concentration may expose the utility to poor perform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or regulatory assets that may need to be
written off for the utility to remain competitive. Also,
nuclear facilities tend to represent significant portions of
their operators’ generating capability and assets. The loss
of a productive nuclear unit from both power supply and
rate base can interrupt the revenue stream and create sub-
stantial additional costs for repalrs and irprovements and
replacement power. The ability to keep these stations run-
ning smoothly and economically directly influences the
ability to meet electric demand, the stability of revenues
and costs, and, by extension, the ability to maintain ade-
quate creditworthiness. Thus, economic operation, safe
operation, and long-term operation are examined in depth.
Specifically, emphasis is placed on operation and mainte-
nance costs, busbar costs, fuel costs, refueling outages,
forced outages, plant statistics, NRC evaluations, the po-
tential need for repairs, operating licenses, decommission-
ing estimates and amounts held in external trusts, spent
fuel storage capacity, and management's nuclear experi-

ence. In essence, favorable nuclear operations offer signifi-
cant opportunities but, if a nuclear unit runs poorly or not
at all, the attendant risks can be great.

Operations of gas utilities

For gas pipeline and distribution companies, the degree
of plant utilization, the physical condition of the mains and
lines, adequacy of storage to meet seasonal needs, “lost and
unaccounted for” gas levels, and per-unit nongas operat-
ing and construction costs are important factors. Efficiency
statistics such as load factor, operating costs per customer,
and operating income per employee are also evaluated in
comparison to other utilities and the industry as a whole.

Operations of water utilities

As a group, water utilities are continually upgrading
their physical plant to satisfy regulations and to develop
additional supply. Over the next decade, water systems
will increasingly face the task of maintaining compliance,
as drinking water regulations change and infrastructure
ages. Given that the Safe Drinking Water Act was author-
ized in 1974, the first generation of treatment plants built
to conform with these rules are almost 20 years old. Addi-
tionally, because the focus during this period was on sat-
isfying environmental standards, deferred maintenance of
distribution systems has been common, especially in older
urban areas. The increasing cost of supplying treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently, Standard &
Poor’s anticipates capital plans for rebuilding distribution
lines and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies

For telephone companies, cost-of-service analysis fo-
cuses on plant capability and measures of efficiency and
quality of service. Plant capability is ascertained by looking
at such parameters as percentage of digitally switched
lines; fiber optic deployment, in particular in those por-
tions of the plant key to network survival; and the degree
of broadband capacity fiber and coaxial deployment and
broadband switching capacity. Efficiency measures in-
clude operating margins, the ratio of employees per 10,000
access lines, and the extent of network and operations
consolidation. Quality of service encompasses examina-
tion of quantitative measures, such as trouble reports and
repeat service calls, as well as an assessment of qualitative
factors, that may include service quality goals mandated
by regulators.

Regulation

Regulatory rate-setting actions are reviewed on a case-
by-case basis with regard to the potential effect on credit-
worthiness. Regulators’ authorizing high rates of return is
of little value unless the returns are earnable. Furthermore,
allowing high returns based on noncash items does not
benefit bondholders. Also, to be viewed positively, regula-
tory treatment should allow consistent performance from
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period to period, given the importance of financial stability
as a rating consideration.

The utility group meets frequently with commission and
staff members, both at Standard & Poor’s offices and at
commission headquarters, demonstrating the importance
Standard & Poor’s places on the regulatory arena for credit
quality evaluation. Input from these meetings and from
review of rate orders and their impact weigh heavily in
Standard & Poor’s analysis.

Standard & Poor’s does not “rate” regulatory commis-
sions. State commissions typically regulate a number of
diverse industries, and regulatory approaches to different
types of companies often differ within a single regulatory
jurisdiction. This makes it all but impossible to develop
inclusive “ratings” for regulators.

Standard & Poor’s evaluation of regulation also encom-
passes the administrative, judicial, and legislative proc-
esses involved in state and federal regulation. These can
affect rate-setting activities and other aspects of the busi-
ness, such as competitive entry, environmental and safety
rules, facility siting, and securities sales.

As the utility industry faces an increasingly deregulated
environment, alternatives to traditional rate-making are
becoming more critical to the ability of utilities to effec-
tively compete, maintain earnings power, and sustain
creditor protection. Thus, Standard & Poor’s focuses on
whether regulators, both state and federal, will help or
hinder utilities as they are exposed to greater competition.
There is much that regulators can do, from allocating costs
to more captive customers to allowing pricing flexibil-
ity—and sometimes just stepping out of the way.

Under traditional rate-raking, rates and earnings are
tled to the amount of invested capital and the cost of
capital. This can sometimes reward companies more for
justifying costs than for containing them. Moreover, most
current regulatory policies do not permit utilities to be
flexible when responding to competitive pressures of a
deregulated market. Lack of flexible tariffs for electric utili-
tles may lure large customers to wheel cheaper power from
other sources.

In general, a regulatory jurisdiction is viewed favorably
if it permits earning a return based on the ability to sustain
rates at competitive levels. In addition to performance-
based rewards or penalties, flexible plans could include
market-based rates, price caps, index-based prices, and
rates premised on the value of customer service. Such rates
more closely mirror the competitive environment that utili-
ties are confronting.

Electric industry regulation

The ability to enter into long-term arrangements at ne-
gotiated rates without having to seek regulatory approval
for each contract is also important in the electric industry.
(While contracting at reduced rates constrains financial
performance, it lessens the potential adverse Impact in the
event of retail wheeling. Since revenue losses associated
with this strategy are not likely to be recovered from rate-
payers, utilities must control costs well enough to remain
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competitive if they are to sustain current levels of bond-
holder protection.)

Natural gas industry regulation

In the gas industry, too, several state commission policies
weigh heavily in the evaluation of regulatory support.
Examples include stabilization mechanisms to adjust reve-
nues for changes in weather or the economy, rate and
service unbundling decisions, revenue and cost allocation
between sales and transportation customers, flexible in-
dustrial rates, and the general supportiveness of construc-
tion costs and gas purchases.

Water industry regulation

In all water utility activities, federal and state environ-
mental regulations continue to play a critical role. The
legislative timetable to effect the 1986 amendments to the
Safe Drinking Water Act of 1974 was quite aggressive. But
environmental standards-setting has actually slowed over
the past couple of years due largely to increasing sentiment
that the stringent, costly standards have not been justified
on the basis of public health. A moratorium on the prom-
ulgation of significant new environmental rules is antici-
pated.

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tion, analysis of regulation of telephone operators will
continue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap mecha-
nism. The most important factor is to assess whether the
regulatory framework—no matter which type—provides
sufficient financial incentive to encourage the rated com-
pany to maintain its quality of service and to upgrade its
plantto accornmodate new services while facing increasing
competition from wireless operators and cable television
companies.

Where regulators do still set tariffs based on an author-
ized return, Standard & Poor’s strives to explore with
regulators their view of the rate-of-return components that
can materially impact reported versus regulatory earnings.
Specifically these include the allowable base upon which
the authorized return can be earned, allowable expenses,
and the authorized return. Since regulatory oversight runs
the gamut from strict, adversarial relationships with the
regulated operating companies to highly supportive pos-
tures, Standard & Poor’s probesbeyond the apparent regu-
latory environment to ascertain the actual impact of
regulation on the rated company.

Management

Evaluating the management of a utility is of paramount
importance to the analytical process since management’s
abilities and decisions affect all areas of a company's op-
erations. While regulation, the economy, and other outside
factors can influence results, it is ultimately the quality of
management that determines the success of a company.
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With emerging competition, utility management will be
more closely scrutinized by Standard & Poor's and will
become an increasingly critical component of the credit
evaluation. Management strategies can be the key determi-
nant in differentiating utilities and in establishing where
companies lie on the business position spectrum. It is
imperative that managements be adaptable, aggressive,
and proactive if their utilities are to be viable in the future;
this is especially important for utilities that are currently
uncompetitive.

The assessment of management is accomplished through
meetings, conversations, and reviews of company plans. It
is based on such factors as tenure, industry experience,
grasp of industry issues, knowledge of customners and their
needs, knowledge of competitors, accounting and financ-
ing practices, and commitment to credit quality. Manage-
ment’s ability and willingness to develop workable
strategies to address their systems’ needs, to deal with the
competitive pressures of free market, to execute reasonable
and effective long-term plans, and to be proactive in lead-
ing their utilities into the future are assessed. Management
quality is also indicated by thoughtful balancing of public
and private priorities, a record of credibility, and effective
communication with the public, regulatory bodies, and the
financial community. Boards of directors will receive ever
more attention with respect to their role in setting appro-
priate management incentives.

With competition the watchword, Standard & Poor's
also focuses on management's efforts to enhance financial
condition. Management can bolster bondholder protection
by taking any number of discretionary actions, such as
selling common equity, lowering the common dividend
payout, and paying down debt. Also important for the
electric industry will be creativity in entering into strategic
alliances and working partnerships that improve effi-
ciency, such as central dispatching for a number of utilities
or locking up at-risk customers through long-term con-
tracts or expanded flexible pricing agreements. Proactive
management teams will also seek alternatives to tradi-
tional rate-base, rate-of-return rate-making, move to adopt
higher depreciation rates for generating facilities, segment
customners by individual market preferences, and attempt
to create superior service organizations.

In general, management’s ability torespond to mounting
competition and changes in the utility industry in a swift
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply

Assessment of present and prospective fuel and power
supply is critical to every electric utility analysis, while
gauging the long-term natural gas supply position for gas
pipeline and distribution companies and the water re-
sources of a water utility is equally important. There is no
similar analytical category for telephone utilities.

Electric utilities
For electric utilities emphasis is placed on generating

reserve margins, fuel mix, fuel contract terms, demand-
side management techniques, and purchased power ar-
rangements. The adequacy of generating margins is
examined nationally, regionally, and for each individual
company. However, the reserve margin picture is mud-
died by the imprecise nature of peak-load growth forecast-
ing, and also supply uncertainty relating to such things as
Canadian capacity availability and potential plant shut-
downs due to age, new NRC rules, acid rain remedies, fuel
shortages, problems associated with nontraditional tech-
nologies, and so forth. Even apparently ample reserves
may not be what they seem. Moreover, the quality of
capacity is just as important as the size of reserves. Com-
panies’ reserve requirements differ, depending upon indi-
vidual operating characteristics.

Fuel diversity provides flexibility in a changing environ-
ment. Supply disruptions and price hikes can raise rates
and ignite political and regulatory pressures that ulti-
mately lead to erosion in financial performance. Thus, the
ability to alter generating sources and take advantage of
lower cost fuels is viewed favorably.

Dependence on any single fuel means exposure to that
fuel’s problems: electric utilities that rely on oil or gas face
the potential for shortages and rapid price increases; utili-
ties that own nuclear generating facilities face escalating
costs for decommissioning; and coal-fired capacity entails
environmental problems stemming from concerns over
acid rain and the “greenhouse effect.”

Buying power from neighboring utilities, qualifying fa-
cility projects, or independent power producers may be the
best choice for a utility that faces increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an alternative to new plant con-
struction. This can be an important advantage, since the
purchasing utility avoids potential construction cost over-
runs as well as risking substantial capital. Also, utilities can
avoid the financial risks typical of a multiyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utilities that plan to meet demand projections
with a portfolio of supply-side options also may be better
able to adapt to future growth uncertainties. Notwith-
standing the benefits of purchasing, such a strategy has
risks associated with it. By entering into a firm long-term
purchased power contract that contains a fixed-cost com-
ponent, utilities can incur substantial market, operating,
regulatory, and financial risks. Moreover, regulatory treat-
ment of purchased power removes any upside potential
that might help offset the risks. Utilities are not compen-
sated through incentive rate-making; rather, purchased
power is recovered dollar-for-dollar as an operating ex-
pense.

To analyze the financial impact of purchased power,
Standard & Poor’s first calculates the net present value of
future annual capacity payments (discounted at 109%). This
represents a potential debt equivalent—the off-balance-
sheet obligation that a utility incurs when it enters into a
long-term purchased power contract. However, Standard
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& Poor’s adds to the utility’s balance sheet only a portion
of this amount, recognizing that such a contractual ar-
rangement is not entirely the equivalent of debt. What
percentage is added is a function of Standard & Poor’s
qualitative analysis of the specific contract and the extent
to which market, operating, and regulatory risks are borne
by the utility (the risk factor). For unconditional, take-or-
pay contracts, the risk factor range is from 40%-80%, with
the average hovering around 60%. A lower risk factor is
typically assigned for system purchases from coal-fired
utilities and a higher risk factor is usually designated for
unit-specific nuclear purchases. The range for take-and-
pay performance obligations is between 10%-50%.

Gas utilities

For gas distribution utilities, long-term supply adequacy
obviously is critical, but the supply role has become even
more important in credit analysis since the Federal Energy
Regulatory Comimission’s Order 636 eliminated the inter-
state pipeline merchant business. This thrust gas supply
responsibilities squarely on local gas distributors. Stand-
ard & Poor’s has always believed distributor management
has the expertise and wherewithal to perform the job well,
but the risks are significant since gas costs are such a large
percentage of total utility costs. In that regard, it is impor-
tant for utilities to get preapprovals of supply plans by state
regulators or at least keep the staff and commissioners well
informed. To minimize risks, a well-run program would
diversify gas sources among different producers or mar-
keters, different gas basins in the U.S. and Canada, and
different pipeline routes. Also, purchase contracts should
be firm, with minimal take-or-pay provisions, and have
prices tied to an industry index. A modest percentage of
fixed-price gas is not unreasonable. Contracts, whether of
gas purchases or pipeline capacity, should be intermediate
term. Staggering contract expirations (preferably annu-
ally) provides an opportunity to be an active market player.
A modest degree of reliance on spot purchases provides
flexibility, as does the use of market-based storage. Gas
storage and on-property gas resources such as liquefled
natural gas or propane air are effective peak-day and peak-
season supply management tools.

Since pipeline companies no longer buy and sell natural
gas and are just common carriers, connections with varied
reserve basins and many wells within those basins are of
great importance. Diversity of sources helps offset the risks
arising from the natural production declines eventually
experienced by all reserve basins and individual wells.
Moreover, such diversity can enhance a pipeline’s attrac-
tiveness as a transporter of natural gas to distributors and
end users seeking to buy the most economical gas available
for their needs.

Water utilities
Nearly all water systems throughout the U.S. have ample
long-term water supplies. Yet to gain comfort, Standard &
Poor’s assesses the production capability of treatment
plants and the ability to pump water from underground
aquifersinrelation to the usage demands from consumers.
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Having adequate treated water storage facilities has be-
come important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest is whether the resources are owned by the utility
or purchased from other utilities or local authorities. Own-
ing properties with water rights provides more supply
security. Thisis especially so in states like California where
water allocations are being reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Since the primary cost for water companies is treat-
ment, it makes little difference whether raw water is owned
or bought. In fact, compliance with federal and state water
regulations is very high, and the overall cost to deliver
treated water to consumers remains relatively affordable.

Asset concentration in the electric
utility industry

In the electric industry, Standard & Poor’s follows the
operations of major generating facilities to assess if they are
well managed or troubled. Significant dependence on one
generating facility or a large financial investment in a
single asset suggests high risk. The size or magnitude of a
particular asset relative to total generation, net plant in
service, and common equity is evaluated. Where substan-
tial asset concentration exists, the financial profile of a
company may experience wide swings depending on the
asset’s performance. Heavy asset concentration is most
prevalent among utilities with costly nuclear units.

Earnings protection

Inthis category, pretax cash income coverage of all inter-
est charges is the primary ratio. For this calculation, allow-
ance for funds used during construction (AFUDC) is
removed from income and interest expense. AFUDC and
other such noncash items do not provide any protection for
bondholders. To identify total interest expense, the analyst
reclassifies certain operating expenses. The interest com-
ponent of various off-balance-sheet obligations, such as
leases and some purchased-power contracts, isincluded in
interest expense. This provides the most direct indication
of a utility’s ability to service its debt burden.

While considerable emphasis in assessing credit protec-
tion is placed on coverage ratios, this measure does not
provide the entire earnings protection picture. Alsoimpor-
tant are a company’s earned returns on both equity and
capital, measures that highlight a firm’s earnings perform-
ance. Consideration is given to the interaction of embed-
ded costs, financial leverage, and pretax return on capital.

Capital structure

Analyzing debt leverage goes beyond the balance sheet
and covers quasi-debt items and elements of hidden finan-
cial leverage. Noncapitalized leases (including sale/lease-
back obligations), debt guarantees, receivables financing,
and purchased-power contracts are all considered debt
equivalents and are reflected as debt in calculating capital
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structure ratios. By making debt level adjustments, the
analyst can compare the degree of leverage used by each
utility company.

Furthermore, assets are examined to identify underval-
ued or overvalued items. Assets of questionable value are
discounted to more accurately evaluate asset protection.

Some firms use short-term debt as a permanent plece of
their capital structure. Short-term debt also is considered
part of permanent capital when it is used as a bridge to
permanent financing. Seasonal, self-liquidating debt is ex-
cluded fromthe permanent debt amount, but this situation
is rare—with the exception of certain gas utilities. Given
the long life of almost all utility assets, short-term debt may
expose these companies to interest-rate volatility, remar-
keting risk, bank line backup risk, and regulatory exposure
that cannot be readily offset. The lower cost of shorter-term
obligations (assuming a positively sloped yield curve) isa
postitive factor that partially mitigates the risk of interest-
rate variability. As a rule of thumb, a level of short-term
debt that exceeds 10% of total capital is cause for concern.

Similarly, if floating-rate debt and preferred stock con-
stitute over one-third of total debt plus preferred stock, this
level is viewed as unusually high and may be cause for
concern. It might also indicate that management is aggres-
sive in its financial policies.

A layer of preferred stock in the capital structure is
usually viewed as equity—since dividends are discretion-
ary and the subordinated claim on assets provides a cush-
ion for providers of debt capital. A preferred component
of up to 10% is typically viewed as a permanent wedge in
the capital structure of utilities. However, as rate-of-return
regulation is phased out, preferred stock may be viewed
by utilities—as many industrial firms would—as a tempo-
rary option for companies that are not current taxpayers
that do not benefit from the tax deductibility of interest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility to preferred stock have become
very popular and do generally afford such financings with
equity treatment.

Cash flow adequacy

Cash flow adequacy relates to a company's ability to
generate funds internally relative to its needs. It is a basic
component of credit analysis because it takes cash to pay
expenses, fund capital spending, pay dividends, and make
interest and principal payments. Since both common and
preferred dividend payments are important to maintain
capital market access, Standard & Poor's looks at cash flow
measures both before and after dividends are paid.

To determine cash flow adequacy, several quantitative
relationships are examined. Emphasis is placed on cash
flow relative to debt, debt service requirements, and capital
spending. Cash flow adequacy is evaluated with respect to
afirm’s ability to meet all fixed charges, including capacity
payments under purchased-power contracts. Despite the
conditional nature of some contracts, the purchaser is ob-
ligated to pay a minimum capacity charge. The ratio used
is funds from operations plus interest and capacity pay-
ments divided by interest plus capacity payments.

Financial flexibility/capital attraction

Financing flexibility incorporates a utility’s financing
needs, plans, and alternatives, as well as its flexibility to
accomplish its financing program under stress without
damaging creditworthiness. External funding capability
complements internal cash flow. Especially since utilities
are so capital intensive, a firm’s ability to tap capital mar-
kets on an ongoing basis must be considered. Debt capacity
reflects all the earlier elements: earnings protection, debt
leverage, and cash flow adequacy. Market access at reason-
ableratesisrestricted if areasonable capital structure is not
maintained and the company's financial prospects dim.
The analyst also reviews indenture restrictions and the
impact of additional debt on covenant tests.

Standard & Poor’s assesses a company'’s capacity and
willingness to issue common equity. This is affected by
various factors, including the market-to-book ratio, divi-
dend policy, and any regulatory restrictions regarding the
composition of the capital structure.
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Criteria Methodology: Business Risk/Financial
Risk Matrix Expanded

(Editotr's Note: In the previous version of this article published on May 26, certain of the rating outcomes in the
table 1 matrix were missated. A corrected version follows.)

Standard & Poor's Ratings Services is refining its methodology for corporate ratings related to its business
risk/financial risk matrix, which we published as part of 2008 Corporate Ratings Criteria on April 15, 2008, on

RatingsDirect at www.ratingsdirect.com and Standard & Poor's Web site at www.standardandpoors.com.

This article amends and supersedes the criteria as published in Corporate Ratings Criteria, page 21, and the articles
listed in the "Related Articles" section at the end of this report.

This article is part of a broad series of measures announced last year to enhance our governance, analytics,
dissemination of information, and investor education initiatives. These initiatives are aimed at augmenting our

independence, strengthening the rating process, and increasing our transparency to better serve the global markets.

We introduced the business risk/financial risk matrix four years ago. The relationships depicted in the matrix
represent an essential element of our corporate analytical methodology.

We are now expanding the matrix, by adding one category to both business and financial risks (see table 1). As a
result, the matrix allows for greater differentiation regarding companies rated lower than investment grade (i.e., 'BB'
and below).

Table 1

Business And Financial Risk Profile Matrix_

Business Risk Profile Financial Risk Profile

Minimal Modest Intermediate Significant Aggressive Highly Leveraged

Excellent AAA AA A A- BBB

Strong AA A A- BBB BB BB-
Satisfactory A- BBB+ BBB BB+ BB- B+
Fair - BBB- BB+ BB BB- B
Weak - - BB BB- B+ B-
Vulnerable - - - B+ B CCC+

These rating outcomes are shown for guidance purposes only. Actual rating should be within one notch of indicated rating autcomes.

The rating outcomes refer to issuer credit ratings. The ratings indicated in each cell of the matrix are the midpoints
of a range of likely rating possibilities. This range would ordinarily span one notch above and below the indicated
rating.

Standard & Poor’s RatingsDirect | May 27, 2009 2
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Business Risk/Financial Risk Framework

Our corporate analytical methodology organizes the analytical process according to a common framework, and it
divides the task into several categories so that all salient issues are considered. The first categories involve
fundamental business analysis; the financial analysis categories follow.

Our ratings analysis starts with the assessment of the business and competitive profile of the company. Two
companies with identical financial metrics can be rated very differently, to the extent that their business challenges

and prospects differ. The categories underlying our business and financial risk assessments are:

Business risk

¢ Country risk

* Industry risk

» Competitive position

» Profitability/Peer group comparisons

Financial risk

¢ Accounting

 Financial governance and policies/risk tolerance
¢ Cash flow adequacy

¢ Capital structure/asset protection

* Liquidity/short-term factors

We do not have any predetermined weights for these categories. The significance of specific factors varies from
situation to situation.

Updated Matrix

We developed the matrix to make explicit the rating outcomes that are typical for various business risk/financial risk
combinations. It illustrates the relationship of business and financial risk profiles to the issuer credit rating.

We tend to weight business risk slightly more than financial risk when differentiating among investment-grade
ratings. Conversely, we place slightly more weight on financial risk for speculative-grade issuers (see table 1, again).
There also is a subtle compounding effect when both business risk and financial risk are aligned at extremes (i.e.,
excellent/minimal and vulnerable/highly leveraged.)

The new, more granular version of the matrix represents a refinement--not any change in rating criteria or
standards--and, consequently, holds no implications for any changes to existing ratings. However, the expanded
matrix should enhance the transparency of the analytical process.

Financial Benchmarks

www.standardandpoors.com/ratingsdirect 3
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Table 2
Financial Risk Indicative Ratios {Corparates

FFO/Debt (%) Debt/EBITDA {x) Debt/Capital (%)

Minimal greater than 60 less than 1.5 less than 25
Modest 45-60 1.5-2 25-35
Intermediate 30-45 2-3 35-45
Significant 20-30 34 45-50
Aggressive 12-20 45 50-60

Highly Leveraged less than 12 greater than 5 greater than 60

How To Use The Matrix--And Its Limitations

The rating matrix indicative outcomes are what we typically observe--but are not meant to be precise indications or
guarantees of future rating opinions. Positive and negative nuances in our analysis may lead to a notch higher or
lower than the outcomes indicated in the various cells of the matrix.

In certain situations there may be specific, overarching risks that are outside the standard framework, e.g., a
liquidity crisis, major litigation, or large acquisition. This often is the case regarding credits at the lowest end of the
credit spectrum--i.e., the 'CCC' category and lower. These ratings, by definition, reflect some impending crisis or
acute vulnerability, and the balanced approach that underlies the matrix framework just does not lend itself to such
situations.

Similarly, some matrix cells are blank because the underlying combinations are highly unusual--and presumably
would involve complicated factors and analysis.

The following hypothetical example illustrates how the tables can be used to better understand our rating process
(see tables 1 and 2).

We believe that Company ABC has a satisfactory business risk profile, typical of a low investment-grade industrial
issuer. If we believed its financial risk were intermediate, the expected rating outcome should be within one notch of
‘BBB'. ABC's ratios of cash flow to debt (35%) and debt leverage (total debt to EBITDA of 2.5x) are indeed
characteristic of intermediate financial risk.

It might be possible for Company ABC to be upgraded to the 'A’ category by, for example, reducing its debt burden
to the point that financial risk is viewed as minimal. Funds from operations {(FFO) to debt of more than 60% and
debt to EBITDA of only 1.5x would, in most cases, indicate minimal.

Conversely, ABC may choose to become more financially aggressive--perhaps it decides to reward shareholders by
borrowing to repurchase its stock. It is possible that the company may fall into the 'BB' category if we view its
financial risk as significant. FFO to debt of 20% and debt to EBITDA 4x would, in our view, typify the significant
financial risk category.

Still, it is essential to realize that the financial benchmarks are guidelines, neither gospel nor guarantees. They can
vary in nonstandard cases: For example, if a company's financial measures exhibit very little volatility, benchmarks
may be somewhat more relaxed.

Standard & Poor’s RatingsDirect | May 27, 2009 4
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Moreover, our assessment of financial risk is not as simplistic as looking at a few ratios. It encompasses:

* aview of accounting and disclosure practices;

¢ a view of corporate governance, financial policies, and risk tolerance;

o the degree of capital intensity, flexibility regarding capital expenditures and other cash needs, including
acquisitions and shareholder distributions; and

» various aspects of liquidity--including the risk of refinancing near-term maturities.

The matrix addresses a company's standalone credit profile, and does not take account of external influences, which
would pertain in the case of government-related entities or subsidiaries that in our view may benefit or suffer from
affiliation with a stronger or weaker group. The matrix refers only to local-currency ratings, rather than
foreign-currency ratings, which incorporate additional transfer and convertibility risks. Finally, the matrix does not
apply to project finance or corporate securitizations.

Related Articles

Industrials' Business Risk/Financial Risk Matrix--A Fundamental Perspective On Corporate Ratings, published April
7, 2005, on RatingsDirect.

www.standardandpeors.com/ratingsdirect s
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Proxy Group of Six AUS Utility Reports Water Companies
Capitalization and Financial Statistics
2005-2009, Inclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results
for each individual company in the group, and are based upon financial statements as originally reported
in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of
beginning and ending total debt or preferred stock reported to be outstanding.

(3) Total debt as a percentage of EBITDA (Earnings before Interest, Income Taxes, Depreciation and
Amortization).

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those water companies: 1) which are included in the Water
Company Group of AUS Utility Reports (April 2010); 2) which have Value Line five-year EPS growth rate
projections or Reuters consensus five-year EPS growth rate projections; 3) which have positive Value Line five-
year DPS growth rate projections; 4) which have a Value Line adjusted beta as published in Value Line
Investment Survey; 5) which have not cut or omitted their common dividends during the five years ending 2009
or through the time of the preparation of this testimony; 6) which have 60% or greater of 2009 total operating
income derived from and 60% or greater of 2009 total assets devoted to regulated water operations; and 7)
which at the time of the preparation of Ms. Ahern’s accompanying direct testimony, had not publicly announced
that they were involved in any major merger or acquisition activity.

The following six water companies met the above criteria:

American States Water Co.
Aqua America, Inc.

California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water Company
York Water Co.

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research
Insight Database
EDGAR Online’s I-Metrix Database
Company Annual Forms 10K
AUS Merger and Acquisition Quarterly Report, March 31, 2010



American States Water Co.

Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Agqua America, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

California Water Service
Group
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Connecticut Water Service,

Exhibit PMA-1

Inc.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Middlesex Water Company
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

York Water Company
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Proxy Group of Six AUS
Utility Reports Water
Companies
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Schedule 3
Page 3 of 3
Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Six AUS Utility Reports Water Companies
2005 - 2009, Inclusive

5 YEAR

2009 2008 2007 2006 2005 AVERAGE
46.95 % 46.25 % 46.99 % 48.61 % 50.46 % 47.85 %

0.00 0.00 0.00 0.00 0.00 0.00

53.05 53.75 53.01 51.39 49.54 52.15
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
56.59 % 54.21 % 55.88 % 51.55 % 52.61 % 54.17 %

0.02 0.09 0.09 0.10 0.09 0.08

43.39 45.70 44.03 48.35 47.30 45.75
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
47.93 % 41.88 % 42.86 % 43.47 % 48.07 % 44.84 %

0.00 0.00 0.51 0.51 0.61 0.33

52.07 58.12 56.63 56.01 51.33 54.83
100.00 % 100.00 % 100.00 % 99.99 % 100.01 % 100.00 %
50.59 % 46.94 % 47.78 % 44.44 % 45.65 % 47.08 %

0.35 0.39 0.40 0.44 0.48 0.41

49.06 52.67 51.82 55.13 53.86 52.51
100.00 % 100.00 % 100.00 % 100.01 % 99.99 % 100.00 %
47.35 % 49.10 % 49.48 % 49.98 % 55.68 % 50.33 %

1.24 1.22 1.46 1.49 1.69 1.42

51.41 49.68 49.06 48.53 42.62 48.26
100.00 % 100.00 % 100.00 % 100.00 % 99.99 % 100.01 %
47.16 % 55.31 % 51.17 % 48.82 % 50.71 % 50.63 %

0.00 0.00 0.00 0.00 0.00 0.00

52.84 44.69 48.83 51.18 49.29 49.37
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
49.43 % 48.95 % 49.03 % 47.81 % 50.53 % 49.15 %

0.27 0.28 0.41 0.42 0.48 0.37

50.30 50.77 50.55 51.77 48.99 50.48
100.00 % 100.00 % 99.99 % 100.00 % 100.00 % 100.00 %
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Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
Capitalization and Financial Statistics
2005-2009, Inclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results
for each individual company in the group, and are based upon financial statements as originally reported
in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of
beginning and ending total debt or preferred stock reported to be outstanding.

(3) Total debt as a percentage of EBITDA (Earnings before Interest, Income Taxes, Depreciation and
Amortization).

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those gas distribution companies: 1) which are included in the
Natural Gas Distribution & Integrated Natural Gas Company Group of AUS Utility Reports (April 2010); 2) which
have Value Line five-year EPS growth rate projections or Reuters consensus five-year EPS growth rate
projections; 3) which have positive Value Line five-year DPS growth rate projections, 4) which have a Value
Line adjusted beta as published in Value Line Investment Survey; 5) which have not cut or omitted their
common dividends during the five years ending 2009 or through the time of the preparation of this testimony; 6)
which have 60% or greater of 2009 total operating income derived from and 60% or greater of 2009 total assets
devoted to regulated gas distribution operations; and 7) which at the time of the preparation of Ms. Ahern’s
accompanying direct testimony, had not publicly announced that they were involved in any major merger or
acquisition activity.

The following eight gas distribution companies met the above criteria:

AGL Resources, Inc. Northwest Natural Gas Company
Atmos Energy Corp. Piedmont Natural Gas Co., Inc.
Delta Natural Gas Company South Jersey Industries, Inc.
Laclede Group, Inc’ Southwest Gas Corporation
New Jersey Resources Corp. WGL Holdings, Inc.

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research

Insight Database

EDGAR Online’s I-Metrix Database

Company Annual Forms 10K

AUS Merger and Acquisition Quarterly Report, March 31, 2010



AGL Resources Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Atmos Energy Corporation
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Delta Natural Gas Company
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Laclede Group, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

New Jersey Resources
Corp.
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Northwest Natural Gas Co.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Piedmont Natural Gas Co.
Inc.
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

South Jersey Industries, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Southwest Gas Corporation
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

WGL Holdings, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Proxy Group of Ten AUS
Utility Reports Natural Gas
Distribution Companies
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Capital Structure Based upon Total Permanent Capital for the

Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

2005 - 2009, Inclusive

5 YEAR
2009 2008 2007 2006 2005 AVERAGE
52.04 % 49.87 % 49.50 % 49.56 % 51.23 % 50.44 %
1.03 0.95 1.39 1.28 121 117
46.93 49.18 49.11 49.16 47.56 48.39
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
49.92 % 50.82 % 52.01 % 56.99 % 57.71 % 53.49 %
0.00 0.00 0.00 0.00 0.00 0.00
50.08 49.18 47.99 43.01 42.29 46.51
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
51.45 % 50.82 % 52.36 % 53.28 % 51.69 % 51.92 %
0.00 0.00 0.00 0.00 0.00 0.00
48.55 49.18 47.64 46.72 48.31 48.08
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
60.09 % 44.42 % 47.97 % 49.50 % 50.87 % 50.57 %
0.01 0.07 0.10 0.12 0.13 0.09
39.90 55.51 51.93 50.38 49.00 49.34
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
40.11 % 41.48 % 37.54 % 35.09 % 42.25 % 39.29 %
0.00 0.00 0.00 0.00 0.00 0.00
59.89 58.52 62.46 64.91 57.75 60.71
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
49.10 % 44.90 % 46.50 % 47.69 % 47.43 % 47.12 %
0.00 0.00 0.00 0.00 0.00 0.00
50.90 55.10 53.50 52.31 52.57 52.88
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
46.06 % 48.16 % 48.43 % 48.30 % 42.74 % 46.74 %
0.00 0.00 0.00 0.00 0.00 0.00
53.94 51.84 51.57 51.70 57.26 53.26
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
38.98 % 40.93 % 42.64 % 44.83 % 45.08 % 42.49 %
0.00 0.14 0.05 0.06 0.06 0.06
61.02 58.93 57.31 55.11 54.86 57.45
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
55.43 % 55.48 % 58.80 % 61.07 % 65.21 % 59.20 %
0.00 0.00 0.00 0.00 0.00 0.00
44.57 44.52 41.20 38.93 34.79 40.80
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
36.40 % 38.72 % 38.72 % 40.14 % 40.75 % 38.95 %
1.59 1.60 171 1.78 181 170
62.01 59.68 59.57 58.08 57.44 59.35
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
47.96 % 46.56 % 47.45 % 48.65 % 49.50 % 48.02 %
0.26 0.28 0.33 0.32 0.32 0.30
51.78 53.15 52.23 51.03 50.18 51.67
100.00 % 99.99 % 100.01 % 100.00 % 100.00 % 99.99 %

Exhibit PMA-1
Schedule 4
Page 3 of 3



Exhibit PMA-1

Schedule 5
Tega Cay Water Service, Inc.
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Value
When Market Value is Greater / Less than Book Value
1 2 3
Book Value with Book Value

Market to Book with Market to

(2) $24.00 * 3.5% yield = $0.840.
(3) $1.333/ $24.00 market value = 5.55%.

(4) $3.000 / $24.00 market value = 12.50%.

(5) Expected rate of growth per market based DCF model.

(6) Actual rate of growth when DCF cost rate is applied to book value ($1.333 possible
earnings - $0.840 dividends = $0.493 for growth / $24.00 market value = 2.05%).

(7) Actual rate of growth when DCF cost rate is applied to book value ($3.000 possible
earnings - $0.840 dividends = $2.160 for growth / $24.00 market value = 9.00%).

Line No. Market Value Ratio of 180% Book Ratio of
1.  Per Share $ 24.00 $ 13.33 $ 30.00
2. DCF Cost Rate (1) 10.00% 10.00% 10.00%
3.  Returnin Dollars $ 2400 $ 1.333 $ 3.000
4.  Dividends (2) $ 0.840 $ 0.840 $ 0.840
5. Growth in Dollars $ 1560 $ 0.493 $ 2.160
6. Return on Market Value 10.00% 5.55% (3) 12.50% (4)
7. Rate of Growth on Market Val 6.50% (5) 2.05% (6) 9.00% (7)
Notes: (1) Comprised of 3.5% dividend yield and 6.5% growth.



Exhibit PMA-1

Schedule 6
Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate Through Use of the
Single Stage Discounted Cash Flow Model for
the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
Based upon Projected Growth in EPS
i 2 3 4 5
Dividend Indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Rate Equity Cost
Yield (1) 2 Yield (3) 4 Rate (5)
Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co. 294 % 0.10 % 3.04 % 6.75 % 9.79 %
Aqua America, Inc. 3.32 0.15 3.47 9.30 12.77
California Water Service Group 3.18 0.12 3.30 7.25 10.55
Connecticut Water Service, Inc. 3.98 0.18 4.16 9.00 13.16
Middlesex Water Company 4.18 0.19 4.37 9.00 13.37
York Water Company 3.75 0.13 3.88 6.75 10.63
Average 356 % 015 % 3.70 % 8.01 % 11.71 %
Median 354 % 014 % 3.68 % 813 % 11.70 %
Proxy Group of Ten AUS Utility
Reports Natural Gas Distribution
Companies
AGL Resources Inc. 466 % 011 % 477 % 455 % 9.32 %
Atmos Energy Corporation 4.69 0.12 481 5.00 9.81
Delta Natural Gas Company 4.42 0.07 4.49 3.00 7.49
Laclede Group, Inc. 4.69 0.06 4.75 2.50 7.25
New Jersey Resources Corp. 3.61 0.10 3.71 5.80 9.51
Northwest Natural Gas Co. 3.63 0.10 3.73 5.25 8.98
Piedmont Natural Gas Co., Inc. 4.08 0.11 4.19 5.50 9.69
South Jersey Industries, Inc. 3.19 0.15 3.34 9.50 12.84
Southwest Gas Corporation 3.20 0.11 3.31 6.75 10.06
WGL Holdings, Inc. 4.38 0.03 4.41 1.55 5.96
Average 4.06 % 0.10 % 415 % 494 % 9.09 %
Median 423 % 011 % 430 % 513 % 9.42 %

Notes: (1) From Schedule 7.
(2) This reflects a growth rate component equal to one-half the conclusion of growth rate (from
Schedule 9) x Column 1 to reflect the periodic payment of dividends (Gordon Model) as
opposed to the continuous payment. Thus, for American States Water Co. , 2.94% x ( 1/2
X 6.75% ) = 0.1%.

Column 1 + Column 2.
From page 1, Schedule 9.
Column 3 + Column 4.

—_—~
O b w
= =



Exhibit PMA-1

Schedule 7
Tega Cay Water Service, Inc.
Derivation of Dividend Yield for Use in the
Discounted Cash Flow Model
Dividend Yield
Average
of Average
Spot Last 3 Dividend
(04/09/2010) (1) Months (2) Yield (3)
Proxy Group of Six AUS Utility Reports
Water Companies
American States Water Co. 2.75 % 312 % 294 %
Aqua America, Inc. 3.24 3.40 3.32
California Water Service Group 3.13 3.24 3.18
Connecticut Water Service, Inc. 3.93 4.02 3.98
Middlesex Water Company 4.12 4.25 4.18
York Water Company 3.70 3.79 3.75
Average 3.48 % 3.64 % 3.56 %
Median 3.47 % 3.59 % 3.54 %
Proxy Group of Ten AUS Utility Reports
Natural Gas Distribution Companies
AGL Resources Inc. 4.60 % 4.72 % 4.66 %
Atmos Energy Corporation 4.57 4.81 4.69
Delta Natural Gas Company 4.42 4.42 4.42
Laclede Group, Inc. 4.58 4.80 4.69
New Jersey Resources Corp. 3.53 3.69 3.61
Northwest Natural Gas Co. 3.54 3.72 3.63
Piedmont Natural Gas Co., Inc. 4.06 4.10 4.08
South Jersey Industries, Inc. 3.08 3.30 3.19
Southwest Gas Corporation 3.07 3.32 3.20
WGL Holdings, Inc. 4.30 4.46 4.38
Average 3.97 % 4.13 % 4.06 %
Median 4.18 % 4.26 % 4.23 %

Notes: (1) The spot dividend yield is the current annualized dividend per
share divided by the spot market price on 04/09/2010.

@) The average 3-month dividend yield was computed by relating
the indicated annualized dividend rate and market price on the
last trading day of each of the three months ended 03/31/2010.

(3) Equal weight has been given to the 3-month average and spot
dividend yield. This provides recognition of current conditions,
but does not place undue emphasis thereon.

Source of Information: yahoo.finance.com



Tega Cay Water Service, Inc.

Current Institutional Holdings and Individual Holdings
the Proxy Group of Six AUS Ultility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Exhibit PMA-1
Schedule 8

Proxy Group of Six AUS Utility
Reports Water Companies

American States Water Co.
Aqua America, Inc.

California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water Company
York Water Company

Average
Proxy Group of Ten AUS Utility

Reports Natural Gas Distribution
Companies

AGL Resources Inc.

Atmos Energy Corporation
Delta Natural Gas Company
Laclede Group, Inc.

New Jersey Resources Corp.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

(1) (1 - column 1).

Source of Information:

1 2
9-Apr-10 9-Apr-10
Percentage of Percentage of
Institutional Individual

Holdings Holdings (1)
59.15 % 40.85 %
44.06 55.94
49.60 50.40
35.24 64.76
37.82 62.18
23.55 76.45
41.57 % 58.43 %
59.68 % 40.32 %
59.56 40.44
18.69 81.31
47.70 52.30
58.98 41.02
57.08 42.92
46.94 53.06
53.41 46.59
73.28 26.72
63.28 36.72
53.86 % 46.14 %

pro.edgar-online.com, April 9, 2010
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Tega Cay Water Service, Inc.
Projected Growth
1 2 3
Average
Reuters Mean Consensus Projected Five
Value Line Projected Five Year Growth Year Growth
Projected Rate Rate in EPS (2)
No. of
EPS EPS Est.
Proxy Group of Six AUS Utility Reports
Water Companies
American States Water Co. 9.50 % 4.00 % [1] 6.75 %
Aqua America, Inc. 10.00 8.60 [5] 9.30
California Water Service Group 8.50 6.00 [2] 7.25
Connecticut Water Service, Inc. 9.00 NA 9.00
Middlesex Water Company 9.00 NA 9.00
York Water Company 7.50 6.00 [1] 6.75
Average 8.92 % 6.15 % 8.01 %
Median 9.00 % 6.00 % 8.13 %
Proxy Group of Ten AUS Utility Reports
Natural Gas Distribution Companies
AGL Resources Inc. 3.50 % 5.60 % [4] 455 %
Atmos Energy Corporation 5.50 4.50 [5] 5.00
Delta Natural Gas Company 3.00 3.00 [1] 3.00
Laclede Group, Inc. 2.50 NA 2.50
New Jersey Resources Corp. 6.50 5.10 [2] 5.80
Northwest Natural Gas Co. 5.00 5.50 [2] 5.25
Piedmont Natural Gas Co., Inc. 4.00 7.00 [2] 5.50
South Jersey Industries, Inc. 5.50 13.50 [2] 9.50
Southwest Gas Corporation 8.00 5.50 [2] 6.75
WGL Holdings, Inc. 2.50 0.60 [1] 1.55
Average 4.60 % 5.59 % 494 %
Median 4.50 % 5.50 % 5.13 %

NA= Not Available

Notes: (1) As shown on pages 2 through 17 of this Schedule.
(2) Average of Columns 1 and 2.

Source of Information: Value Line Investment Survey, January 22, 2010 and March 12, 2010,
Standard Edition and Small and Mid-Cap Edition
Reuters Company Research, April 8, 2010



Exhibit PMA-1
Schedule 9
Page 2 of 17

© 2010, Value Line Publishing, Inc. All rigFms reserved, Fac!
THE PUBLISHER IS NOT RESPONSIBLE
of it may be reproduced, resold, stored o transmitted in any printed, electroric or other fom, or u:

RECENT PIE Trailing: 18.6 | RELATIVE DivD 0/
AMER STATES WATER wveeam [ 34.75 [ 18.5Cee 808 10710 3.0% DA |
mmemess 3 wesists | 07| (9] %031 %290 1001 2891 32| f55)| 25| B3| 88| 0| s T Bee Fonts
SAFETY 3 tewano LEGENDS _
3 R - Ai&i%;d%w?&g?:s Fggle 128
TECHNICAL 3 Resdioung | dided by il ot o
BETA .80 (1.00=Market) 3for-2 spiit 6102 - 80
201214 PROJECTIONS. | Bt svea: rir recession i e e e e 64
. . Annl Total| Latest recession began 12/67 | ) 48
§ Price Gang Reh:m I— NI — 40
{1{1’%51 gg i:;lgy/: 1%4: L'“';“ il —L;I! Iﬁﬂlu’,.nmﬁ_' 32
Insider Decisions "‘:‘W R A z
FMAMJJIASO L ——m
By 000000000 i WL e 18
Options © 0 0 0 00 0 0 O by % . 12
Sl 0 100001 080[ i e SR I K S Py % TOT. RETURN 12108
Institutional Decisions RO A . s VLARTH.
QA0 2000 30K | poreent 12 A
bR & g|ghees 8 i i L ey I
Hiason) o83 10578 10847 | "2 (AT TS ! (It Sy 565 259
10093 11994 7199541996 | 1007 [1908]1999 (2000 [2001 |2002 [2003 |2004 12005 {2006 {2067 {2008 [2009 | 2010 | ©VALUELINE PUB, INC{12-14
927] 10431 11031 11371 11.44] 1102 1291 1247 | 13.06| 1378 | 13.98 | 1361 | 1406 | 1576 | 1749 | 1842 19.60| 20.55 |Revenues persh 2075
167 168 175 75| 185] 204| 226] 220| 253| 254| 208i 223| 264 | 289| 331 337} 365, 390|"CashFiow" persh 4.60
1 85| 103 113) 104f 108] 19| 128] 1351 134 781 105| 132 133] 162 155| £.85| 200 |Eamingspersh A 2.60
18 80 81 82 83 B84 85 86 81 87 88 88 80 91 961 100 101} 1.05|Div'd Decl'd persh B= 1.22
190 2431 219] 240 258} 3H 430 303 318 268] 376] 503] 424 | 391 280 445| 4.05[ 425 Cap'l Spending persh 5.00
995| 1007] 10291 11.01] 11.24| 11.48] 11.82| 1274 | 1322 14.05| 1397 | 1501 | 1572 | 1664 | 17.53| 17.95) 19.60 | 20.00 [Book Value per sh 22.00
71T 77| 177 1343 | 1344 | 1344 1344 1512 | 15.12 | 15.18 | 15.21 | 16.75 | 1680 | 1705 | 17.23| 17.30 | 18.60| 19.00 |Common ShsOutstg © | 20.00
1341 128| 15| 1268| 145| 165 11| 19| 67| 183] 319 282 218] 217| 240 28| 1854 Avg Ann'l PIE Ratio 15.0
RE] 84 18 79 84 81 97 103 86| 100] 182} 123) 47| 150 | 27} 37| f22 Relative P/E Ratio 1.25
53% | 66%| 67%| 58% | 55% | 50% | 42% | 4.2% | 39% | 368% | 35% | 36% | 34% | 25% | 25% | 28% | 28% Avg Ann’l Div'd Yield 24%
CAPITAL STRUCTURE as of 9/30/09 1734 | 1840 | 1975 20921 2127 | 2280 | 2362 | 2686 | 3014 3187 3651 390 |Revenues ($mill) 450
Total Debt $327.5 mill. Due in § Yrs $25.0 mil. 1641 180] 204] 203] 11.9] 65| 2251 231| 280} 268| 350] 39.0 |NetProfit ($mill 520
LT Debt $308.3 mil. LT Interest $23.5mil. 3694579, | 43.0% | 38.0% | 43.5% | o7.4% | 47.0% | 405% | 426% | 37.8% | 385% | 38.5% [lncome TaxRate 0.0%
{LT interest earned: 3.8x: fotal interest - - o oo | s | s | 50% | 50% IAFUDC %hto N fi o
coverage: 3.5x) (48% of Cap'} - - - L8 i 2000 | YA L I b to Net Profit 5.0%
51.0% | 475% | 54.9% | 52.0% | 520% | 47.7% | 50.4% | 48.6% | 46.9% | 46.2% | 46.0% | 44.5% |Long-Term DebtRatio | 46.5%
Leases, Uncapitalized: Annual rentals $2.9 mill, 48.4% | 51.9% | 44.7% | 48.0% | 48.0% | 52.3% | 49.6% | 514% | 53.1% | 53.8% | 54.0% | 55.5% {Common Equity Ratio 53.5%
R ) 32821 37141 | 447.6| 4444 | 4423 | 4804 | 5325 | 5516 | 5694 577.0 675 705 | Total Capital {$mill) 825
Pension Assets-12/08 Sg‘gl?mg‘m i 4496 | 5001 | 5308 | 5633 | 6023 | 6642 | 7132 | 7506 | 7764 | 8253 870| 920 |NetPlant ($mil) 1025
Pid Stock None. g peRomik B.0% | 64% | 6.% | 55% | 46% | 52% | 54% | 60% | 61% | 64% | 7.0% | 74% [RetumonTotalCapl | 8.5%
100% | 9.2% | 101% | 95% | 56% | 6.6% | 85% | 81% | 9.3% | 86% | 95% | 10.5% |Returnon Shr. Equity 12.0%
Common Stock 18,512,032 shs. 104% | 93% | 101% | 65% | 56% | 66% | 85% | 81% | 93% | 86% | 9.5% | 10.5% {Return on Com Equity 12.0%
as of 11/3/03 . 20% | 3.0% | 36% | 33% | NMF| 10% | 28% | 27% | 38% | 31% | 45%| 50% |RetainedtoComEq 6.5%
MARKET CAP: $650 million (Small Cap) 2% | 68% | 65% | 65% | 113% | O4% | 67% | 67% | SB% | 64% | 54% | 53% |ANDivdstoNetProf | 47%
CURRELT POSITION 2007 2008 9/30/09 BUSINESS: American States Water Co. operates as a holding ers in the city of Big Bear Lake and in areas of San Bemardino
Cash Assels 1.7 7.3 7.4 | company. Through its principal subsidiary, Golden State Water County. Acquired Chaparral City Water of Arizona (10/00). Has
Other _ 614 _ 833 _ 923 | Company, it supplies water to more than 250,000 customers in 75  roughly 675 employees, Officers & directors own 2.5% of common
Current Assels 631 906 997 | communities in 10 counties. Service areas include the greater stock (4109 Proxy). Chairman: Lioyd Ross. President & CEO: Floyd
égﬁfguaeyab'e :253513 ggg gzg metropolitan areas of Los Angeles and Orange Counties. The com-  Wicks. Inc: CA, Addr.: 630 East Foothill Boulevard, San Dimas, CA
Other 574 955  ap4 | pany also provides eleciric uiility services to nearly 23,250 custom- 91773, Tele.: 909-394-3600. Internet: www.aswater.com.
Current Liab. 943 1374 ~990) American States Water posted im- growing infrastructure requirements men-
Fix. Chg. Cov. 314% 293% 352% | pressive third-quarter growth. Indeed, tioned above, the cash-strapped entity will
ANNUALRATES Past  Past Estd'06-08| the water utility reported earnings of have to continue to seek outside financing,
gme(?{ sh) 10}'30/ SSY'S‘O/ o 4126;4 $0.52 a share, as revenues advanced 17%, with debt and share offerings likely bec-
Wi ! o < 0 3 3 n Py N
“Gash Flow” 55% 60%  6.5% to a record $101 million. oming commonplace. The higher interest
Earnings 38% 55% 95% | Expectations should be tempered a rate and share count associated with these
gg’éﬁe\’/’gﬁe 11155)"7 %'84’ 3-8% bit, however. Last year's third-quarter transactions will limit the benefits of the
» (] & (] . (] . r} B :
. figures were relatively weak. The expansion of the nonregulated business.
Cal- | QUARTERLYREVENUES §milll | Full | December-period comparisons are far more These shares are not too intriguing at
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | formidable. Plus, although the top line is this juncture. Share-price momentum
2006 | 643 630 750 663 | 2688 likely to continue being the beneficiary of has tapered off in the months following
2007 | 723 793 758 740 | 3014l favorable general rate case rulings from our October review and is likely to remain
%ggg ggg ggg 18?3 ggg 3‘1327 the California Public Utilities Commis- relatively stagnant over the coming six to
5010 | 850 {00 108 970 | 3% sion, operating expenses look to be on the 12 months as the emergence from the
- : rise, as evidenced by the most recent recession continues to gain steam and in-
Cal- EARNINGS PER SHARE A Full | double-digit increase. Already decaying in- vestors regain confidence and take a more
endar {Mar.31 Jun.30 Sep. 30 Dec.31] Year | frageructures are only growing older and aggressive stance. The longer-term picture
2006 | 35 36 32 30| 133| requiring more investment. Much in that is not much better, with burgeoning
2007 | 40 42 44 35} 162] yein, we anticipate that the company had financing costs curbing 3- to 5-year share-
%ggg gg gg gg ﬁ }gg trouble meeting last year’s share-net total holder gains. Although risk-averse inves-
a1 | 30 85 58 47 | 200 in the fourth quarter, despite a healthy tors may be intrigued by the issue’s in-
. . . - "1 high single-digit top-line advance. For come component (in a much anticipated
Gal- | QUARTERLYDVIDENDSPAID®a | Full | many of the same reasons, bottom-line move the board recently raised the
endar |Mar.31 Jun.30 Sep.30 Dec31| Year | groith for full-year 2010, though healthy, quarterly dividend by 4% to $0.26 a
2006 | 225 25 225 235 9| will likely pale in comparison to the levels share), it should be noted that there are a
2007 ¢ 235 236 235 250 96| witnessed in 2009. number of better income sources, particu-
2008 | 250 250 260 250 | 100| The company’s balance sheet is not larly in the utility genre, to choose from.
gg?g 250 250 280 260 | 101 exactly seductive. In order to meet the AndreJ. Costanza January 22, 2010
{A) Primary earnings. Excludes nonrecurring | (B) Dividends historically paid in early March, Company's Financial Strength B+
gains/(iosses). ‘04, 14¢; ‘05, 25¢; '06, 6¢; ‘08, | June, September, and December. = Div'd rein- Stock’s Price Stability 80
(27¢). Next earnings report due late February. | vestment plan available. Price Growth Persistence 70
May not add due to rounding. (C) In millions, adjusted for spiit. Earnings Predictability 70

tual material is oblained from sources befleved to be reliable and is provided without wamanties of any kind.
OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internat use. No part
for generating or marketing any printed or efectroréc publication, service or product

To subscribe call 1-800-833-0046.




Exhibit PMA-1
Schedule 9
Page 3 of 17

2¢. Next eamings report due early February.

© 2010,

Value Line Publishing,

, Inc. All rights reserved. Factual material is oblained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is stricly for subscriber's own, non-commercial, intenal use. No part
of it may be reproduced, resold, stored o transmitted in any printed, electroric or other form, of us

for generating or marketing any printed or electronic publication, service or product.

RECENT Tralling: 23,7 ' RELATIVE VD 0/
AQUA AMERICA wyse.u 17,57 R 20,9 Gere ]G 1.1 34 m:
igh: . . X E . X . . . . 15
e R A R R R R R EHE Taget o Fange
SAFETY 3 Lowered 8/1/03 LEGfli?éio stMdends o . .
TECHNICAL towered it | dvided b n‘géefs?en%ﬂe N 8
BETA .65 (1.00=Markel) 4for-3 split 1/98 - 43013 0
707214 PROJECTIONS | a2t 13000 - f e 32
Ann'l Total | 5-for-4 split 12103 P skor-d ek L .1 - 24
ich Pan‘;:e ,,67%?/ R&tgn é)fttslfug;p 1 12i05 1 T4 ; ‘“;p NIRE DL RUET = f\“ip 5
Lo%i 20 {4.15% 3% La[l;a;{ieda{eq pnz{qﬁﬁ%y S i T £ l:lli ity @ 16
Insider Decisions /{Trf“" 12
FMAMJIJIASO ,|....|‘ ALy 8
By 000000000 [ D v
Options 1 00000000 M ] . * et L6
foddl 00000000 0L A |t o L] " T N % TOT. RETURN 12/09
Institutional Decisions e, e, ;e i Tas
10009 20200 3000 | poreent 15 . ! P E A
bl B4 1% g ghaes 10 o - man it gy o7 19 [

stmw) 63551 61341 60196 T T TN llﬂﬁ HEE TN Syr. 84 259
199311994 /19951996 [1997 {1998 2001 ]2002 12003 2004 2005 12006 {2007 ;2008 (2009 [2010 | ©VALUELINEPUB, INC| 1214

170 182 184 188| 202] 209| 241 246] 270| 285| 297| 348) 385| 403 | 452} 463| 495| 535 Revenuespersh 6.45
42 42 A1 .50 56 5t 12 J6 86 94 96| 1.09{ 121 126| 37| 142 170| 1.85|"CashFlow" persh 240
24 .26 28 30 34 40 A2 A7 51 54 57 B4 1 10 N 13 .80 .90 |Earnings per sh A 1.25
21 21 22 23 24 26 2 .28 .30 32 35 37 40 A4 48 51 55 ,59 |Div'd Decl'd per sh Ba 0
47 48 52 48 58 82 90 116 109] 120 132 1541 18| 205] 179 198] 190 1.95 Cap’l Spending persh 215
229] 241 246] 269| 284] 321| 342 385| 415 436| 534 | 589} 630 | 696 732| 7.82| 7.90| 835 |BookValue persh 10.35
50.40] 50.77| 6374] 6575 | 6747 | 72.20] 106.80 | 111.82 [ 113.97 | 113.19 [ 12345 [ 127.18 | 128.97 [ 132.33 | 133.40 | 13537 | 136.30 | 137.00 |[Common Shs Qutst'g © | 139.00
144 135) 120 156| 78] 225| 212| 182 236| 236| 245| 251] 318 347 320| 249} 222 Avg Ann'l PE Ratio 210
85 89 80 98] 103} 17| 121] 18| 121} 129 140 133 | 169 | 187 170| 150} 148 Relative PIE Ratio 140
59% | 60%| 62%| 49% ! 39% | 28% | 30% | 33% | 25% | 25% | 25% | 23% | 18% | 1.8% | 21% | 28%| 3.0% Avg Ann'l Div'd Yield 20%
CAPITAL STRUCTURE as of 9/30/09 25731 2755 307.3 | 3220] 36721 4420 | 4968 | 5335 | 6025 627.0 675 735 |Revenues {$mill) 900
{%‘?,L?,f‘gﬁiggi";ﬁn:”"“ ETulenig r‘Se :{ggggiﬁlpi"- 4501 507| 585| 627 673 800 912 | 90| 9501 979 109| 123 |Net Profit (Smill 175
: A Ae bt S 38.4% | 38.9% | 39.3% | 38.5% | 39.3% | 39.4% | 384% | 39.6% | 38.9% | 39.7% | 39.0% | 39.0% |Income Tax Rate 39.0%
g o emed Saoalinere g |l ol ol ol ol ol | | a9%| 3% 20%)| 26% [AUDCS%toNetProlt | 20%
. 529% | 52.0% | 52.2% | 54.2% | 51.4% | 50.0% | 520% | 51.6% | 554% | 54.1% | 54.0% | 53.0% [Long-Term DebtRatio | 48.0%

Pension Assets-12/08 $112.2 mill. 46.7% | 47.8% | 47.7% | 45.8% | 48.8% | 50.0% | 48.0% | 48.4% | 44.6% | 45.9% | 46.0% | 47.0% {Common Equity Ratio 52.0%
Oblig. $204.7 mill. | 7827 | 9011 | 990.4 | 1076.2 | 1355.7 | 1467.3 | 1690.4 |1904.4 | 2101.4 | 23066 | 2276 | 2345 |Total Capital ($milf) 2765

Ef:msf;‘;;“s":zgi 196.270.613 shares 11354 | 1251.4 | 13684 | 14908 | 1824.3 | 2069.8 | 2280.0 | 25060 | 2792.8 | 20074 | 3150 | 3300 |Met Plant ($mill) 3500
e ot f02000 T6% | T4% | 78% | 76% | 64% | 6.7% | 65% | 64% | 59% | 57% | 6.0%| 6.5% |ReturnonTotalCapl | 7.5%
12.2% | 147% | 123% | 127% | 10.2% | 10.7% | 11.2% | 10.0% | 9.7% | 9.3% | 10.0% | 10.5% |Return on Shr. Equity 12.0%

MARKET CAP: $2.4 billion (Mid Cap} 12.3% | 19.7% | 124% | 12.7% | 10.2% | 10.7% | 112% [100% | 9.7% | 9.3% | 10.0% | 10.5% {Return on Com Equity 12.0%

CURRENT POSITION 2007 2008 9/30/09 | 43% | 47% | 5.1% | 52% | 42% | 46% | 49% | 37% | 32%| 28%| 3.5%| 3.0% |Retained toComEq O 5.0%

Casml-slgets 145 14.9 180 65% | 60% | 59% | 59% | 59% | 57% | 56% | 63% | 67% | 70% | 66% | 69% |AllDivids toNetProf 57%

Receivables 829 845 86.1 1 BUSINESS: Aqua America, Inc. is the holding company for water others, Water supply revenues '08: residential, 60%; commercial,

gt\ﬁ:rtory (AvgCst) gg 1?% }8% and wastewater utilities that serve approximately three million resi-  14%; industrial & other, 26%. Officers and directors own 1.3% of

Current Assals m W 245 dents in Pepnsylvar}ia, Ohio, North Carolina, illinqis. Texas, New the common stock (4/09 Proxy). Chairman & Chief Executive Of-
Accts Payable 45.8 50.0 26.3 Jersey, Florida, indiana, ar}d five other states. Divested three of ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address:

Debt Due 80.8 879 s4'8 | four non-water businesses in '91; telemarketing group in '93; and 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-

Other 56.6 553  149.0 | others. Acquired AquaSource, 7/03; Consumers Water, 4/99; and  ephone: 610-525-1400. Internet: www.aquaamerica.com.

g;rré?fg%'gg'v‘ ;g;z ;3302 3223§e/2 During the September interim, Aqua (Aqua Georgia Inc) may be bolstered by

ANNUAL RATES Past Past Estd 0608 America lost some ground on a year- further purchases in this region. Also,
ochange porsh) . A0¥rs.  S¥m.  te'fzi4 | OVer-year basis. Although revenues were WTR expanded its Aqua Pennsylvania

Revenues 80% 9.0% 6.5% up slightly from the prior year, earnings division in December, purchasing the as-

“Cash Flow" 95% 80% 100% | dropped a penny, as unfavorable weather sets of Athens Township Authority, and

Sﬁ;‘(’j'gggs ;802 3802 12-202 conditions and higher operating costs hurt subsequently signed a 20-year contract to

Book Value 95% 100%  6.0% p;lofigs iurinﬁ the third quarter. Looking g;%videuwater services. Addfitliodnally, 26}6%

ahead, though, million in rate cases filed in

egs; Mae%ﬁmﬁkgéws?g%sa(sggk).u Q’;‘r the company probably ended the year should, if judged in Aqua’s favor, boost

5008 13978 1307 1470 1369 |5335] O @ good note. A number of rate-relief revenues and earnings over the next few

2007 11373 1506 1655 1491 | gozp| cases were set to be decided in the fourth years. .

2008 |1393 1510 1774 1506 | 6270 | Quarter which, if approved, should provide These shares are a neutral choice for

2000 11545 1673 1808 1724 | 675 | @ slight last-minute boost to the top and the coming six to 12 month period,

2010 | 165 185 195 190 | 735 | bottom lines. Also, management has been but hold some appeal for the long

cal. EARNINGS PER SHARE A Ful actively working to reduce operating costs, haul. One attractive trait is the steady

endar |Mar31 Jun30 Sep3d Dec3t| Year and the benefits of these efforts should dividend yield, which was raised 7.4% dur-

2006 I 17 I 19 20 help widen margins. For the year, we ex- ing the fourth quarter of 2008. The compa-

2007 | B3 47 » 49 ‘71| pect a total increase in revenues and earn- ny has historically raised its payout every

0081 11 47 2% 18 73| ings of $48 million and $0.07 a share, year, and this will most likely continue

20001 14 49 25 22 ‘30| respectively, but it should be noted that over the coming 3- to 5-year stretch. Also,

2010 | 45 .22 .28 .25 ‘90| last year included a gain from the sale of the top- and bottom-line gains we project

cal. | QUARTERLYDIVIDENDSPADE= | Funl its underperforming Woodhave_n system. over the 2012-2014 horizon give this equi-

endar |Mar31 Jun30 Sep30 Dec3t| Year | AQua America should continue to ex- ty good recovery potential. Conservative

2006 ——-9107 0 A5 45 m pand its reach through acquisitions investors should also take note of the high

5007 | 15 15 425 48 W8 and rate-relief cases over the next few scores for Stock Price Stability and Earn-

2008 | 425 425 A% 435 51| years. The company has acquired a ings Predictability, as well as the below-

2008 | 435 435 435 445 ‘55| wastewater treatment plant in Lumpkin the-market average Beta coefficient.

2010 County, Georgia, and this new subsidiary John D. Burke January 22, 2010
{A) Diluted shares, Excl. nonrec, gains (B) Dividends historically paid in early March, | {C) In millions, adjusted for stock splits. Company's Financial Strength B+
(losses): '99, (11¢); 00, 2¢; ‘01, 2¢, 02, &¢; June, Sept. & Dec. » Div'd. reinvestment plan Stock’s Price Stability 95
‘03, 4¢. Excl. gain from disc. operations: '96, | available (5% discount). Price Growth Persistence 70

Earnings Predictability

To subscribe call 1-800-833-0046.
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RECENT PE Trailing: 18.5' )| RELATIVE DivVD (]/ IiEaiE!i
CALIFORNIA WATER NYSE-cwr PRICE 36.83 RATIO 18.4(Mediant 22.0) PIE RATIO 1.06 Yib 3.2 0
igh: ! X . ) ! . . ) 8| 45. ) . i
mewess 4 s | 1] S5] 20 D41 B8] S]] B3] ] 8| 8| 89] B2 Torge s oo
SAFETY 3 Loserd 72707 | LEGENDS
s 1,33 x Dividends {1 sh || 128
TECHNICAL 3 Lovered 122509 divded by Intres Rale
... Relalve Price Stength || 9
BETA .75 (1.00=Marke) 240r-1 spit_ 1/98 . 80
™ 2012-14 PROJECTIONS | “Bhosed srea: prior recession | oot s 64
. Ann'l Total | L atest recession began 12/07 48
(S L e AT S 4
oy 40 fnovﬁ} 5% I 1 ] a1 iy . 32
Insider Decisions — el et YO ML AL 24
Fmwan g gasol™ L b 5
By 0000060000 T FACON
Optiens 0 0 0000000 sty Lase o 12
foSell 000000000 R SR R S for, 9% TOT, RETURN 12/09
™ R B
Qe 2 ,
toBuy g3 16 56| et 2 ; ! 7 T e 82 608
toSell 81 85 75| taded 3 2 ; Jm ] dyn. 07 18 L
His{goy) 10000 10018 9635 TTTTT TR I A NI | Sy. 132 258
1993 [1994 (19951996 | 1997 115081999 [2000 {2001 [2002 {2003 |2004 [2005 |2006 [2007 [2008 | 2009 [2010 | ©VALUELINEPUB,INC!12-14
13341 1259 | 13.47] 1448 1548 | 1476 1596| 16.16 | 16.26 | 17.33 | 16.37 | 17.18 | 1744 | 1620 | 17.76 | 19.80 | 21.35| 22.10 {Revenues persh 23.90
2251 202 207| 250 292 280 275| 252| 220 285} 251 283} 303| 27 3421 372 405| 4.25|"CashFlow" persh 4.80
135 122] 147 51| 183| 145] 183} 131 Q41 125] 121] 146] 147 134| 150| 190 1.99| 210 |Earnings persh A 2.60
98 99| 102 104] 106f 107] 109} 190] 42| 142 42| 113} 14| 115 146 1471 118} 119 |Div'd Decl'd pershBx 125
253| 226| 217| 283| 261] 214 344 245| 409| 5821 430) 373| 401 428 368 d4B2| 520 5.25|Cap'l Spending persh 5.25
1090 1156 | 1172) 1222| 1300] 1338 13.43] 1280 | 1295| 1342 | 1444 | 1566 | 1579 | 1815 | 1850 | 1944 | 20.00| 19.75 |Book Value persh € 21.30
1138 | 1240 1254] 1262 | 1262 12.60| 1284 | 1515 | 15.18| 1518 | 16.93 | 18.37 | 1830 | 2066 | 2067 | 2072 | 21.00| 21.25 [Common ShsOutst'g ® | 23.00
136 Al @7 18] 126 78] 78] 186 71| 1981 2211 24| 249| 202| 261 1981 193 Avg Ann'l P/E Ratio 18.0
80 92 82 RE] 13 93| 10t 1271 139| 108| 126 106] 133 | 158 139 120 126 Relative PIE Ratlo 125
52% | 58% | 64% | 58% | 4.6% | 42% | 40% | 43% | 44% | 45% | 42% | 39% | 3.4% | 29% | 3.0% | 31% | 31% Avg Ann'l Div'd Yield 2.5%
CAPITAL STRUCTURE as of 9/30/09 20641 2448 | 2468 2632 | 2774 | 3156 | 3207 | 3347 | 3671 4103 448 470 |Revenues ($mill) & 550
Total Debt $397.9 mill. Due in § Yrs $40.0 mill. 1991 200| 144] 194]| 104] 20| 22| 56| 312 398| 420 450 |NetProfit (mil) §0.0
LT Debt $373.5mil. LT Interest $25.0mil. {77 g9 77 39,7 39.4% | 30.7% | 39.9% | 396% | 424% | 374% | 399% | 37.7% | 40.0% | 39.0% |Income Tax Rate 29.0%
(LT interest eamed: 7.8 totalnt. covz 6.6%) ol el ool 03% | 30% | 33% [ 106% | 83% | 86% | 85% | 10.0% |AFUDC %toNetProfit | 10.0%
46.9% | 48.9% | 50.3% | 55.3% | 50.2% | 48.6% | 48.3% | 435% | 42.9% | 41.6% | 47.0% | 46.5% {Long-Term Debt Ratio 48.5%
Pension Assets-12/08 $66.9 mill. 52.0% | 50.2% | 48.8% | 44.0% | 49.4% | 50.8% | 51.1% | 559% | 56.6% | 58.4% | 53.0% | 53.5% |Common Equity Ratio 51.5%
Obilg, $192.9 mill 33,8 | 3088 | 4027 | 4531 | 4984 | 5659 | 5681 | 670.1 | 6749 | 6304 | 795| 805 |Total Capital (Smill 950
Pfd Stock None 5154 | 5820 | 6243 | 6970 | 7595 | 6003 | 8627 | 9415 | 10102 | 11124 | 1475 | 1240 [Net Plant ($mil) 1425
Common Stock 20,744,952 shs. T8% | B8% | 53% | 53% | 56% | 6.1% | 63% | 5% | 58% | 1.i%| 7.0% | 7.0% [RetumonTotalCapl | 80%
as of 14/2/08 142% | 100% | 72% | 94% | 7.8% | 89% | 93% | 68% | 81% | 9.9% | 10.0% | 10.5% [Return on Shr. Equity 12.0%
114% ] 104% | 7.2% | 95% | 7.9% | 90% | 93% | 68% | 8.1% | 9.9% | 10.0% | 10.5% [Return on Com Equity 12.0%
MARKET CAP: $775 million (Smafl Cap) 35% | 18% | NMF | 10% 2% | 21% § 21% | 1.0% | 1.8% | 3.8% | 4.0% | 5.0% |Retained to ComEq 6.5%
CURRENTPOSITION 2007 2008 9130109 | 7T0% | 2% | 11%% | S| 91% | T | 7% | 6% 7% | 61% | 59%| 56% |AlDiv'ds toNetProf 48%
Cash Assels 6.7 13.9 47.6 | BUSINESS: California Water Service Group provides regulated and  breakdown, '08: residential, 69%; business, 18%; public authorities,
Other _ 533 _ 659 _ 928 | nonregulated water service to roughly 463,600 customers in 83  5%; industrial, 5%; other, 3%. ‘08 reported depreciation rate: 2.4%.
Current Assets 600 798 1404 | communities in California, Washington, New Mexico, and Hawaii. Has roughly 329 employees. Chairman: Robert W. Foy. President &
chl(sDPayable 32; 22; ggﬁ Main service areas: San Francisco Bay area, Sacramento Valley, CEO: Peter C. Nelson (4/09 Proxy). Inc.: Delaware. Address: 1720
O?her ue 30.3 35.3 520 Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac- North First Street, San Jose, California 95112-4598. Telephone:
Current Liab. 897 1232 130.8 | Quired Rio Grande Corp; West Hawaii Ulilities (9/08). Revenue 408-367-8200. Internet: www.calwatergroup.com.
Fix. Chg. Cov. 333% 398% 430% | Improvements on the regulatory front persisted in the fourth quarter and will
ANNUAL RATES Past  Past Est'd'06-08| augur well for California Water Serv- only intensify going forward. As a result,
ORf change (per sh) 10;‘80 5}{';0 ’ ‘0220'3/4 ice Group’s top line. Indeed, earlier rate we've tempered our expectations, estimat-
e 50% 589 7o% | increases handed down by the California ing that CWT barely broke even in the
Earnings 2 70% 85% | Public Utilities Commission (CPUC) final quarter of 2009 and that earnings
Dividends 1.0% 058%  15% | enabled the water utility to post record- growth will not be anything to write home

Book Value 0% 65%  20% high revenues of $139.2 million in the about for full-year 2010.

Cal- | QUARTERLYREVENUES(Smil)E | pun | third quarter, a 6% improvement from the The stock has fallen a notch for

endar |Mar31 Jun30 Sep30 Dec3| Year | year before. We look for similar growth in Timeliness and is now ranked 4 (Be-

2006 | 652 811 1078 806 | 3347] the fourth quarter and for full-year 2010. low  Average). Recent share-price

2007 | 746 958 1138 859 | 367.1| Meanwhile, the company filed its 2009 declines, coupled with the tough outlook,

2008 | 728 1056 1317 1004 | 4103 general rate case during the period, seek- make this an unattractive selection for the

2009 | 867 167 1392 1054 | 448 | jng $71 million in 2011 with increases of coming six to 12 months.

2010 | 910 122 146 111 | 470 | nearly $25 million in 2012 and 2013. It Its 3- to 5-year appeal is better, but

Cal- EARNINGS PER SHARE A Full | was CWT's first consolidated request, still lacking in our opinion. CWT does

endar [Mar31 Jun30 Sep.30 Dec.31| Year | covering all 24 districts, and a ruling may not have the finances on hand to meet the

2006 | 04 31 88 31 | 134] well take 18 months to be made. We ex- rising infrastructure costs that are likely

20071 07 37 67 .39 | 150 pect a relatively favorable outcome given to amount over the next couple of years.

2008 | 01 48 106 351 180) the CPUC's more recent disposition. The share and/or debt offerings that will

gg?g 2088 84 35 1991 However, operating costs appear to be be required to help improve the balance

60 100 3 | 210} op the rise, too. Despite the top-line ben- sheet will come at a price, with the higher

Cal- | QUARTERLYDIVDENDSPADB= | Full | efits mentioned above, share earnings fell share count and interest rate expenses

endar |Mar31 Jun30 Sep.30 Dec.31| Year| 11% in the September period and came in limiting potential shareholder gains. Al-

2006 | 2875 2875 2875 .2875| 1.15| a dime below our estimate. Operating ex- though the dividend yield looks healthy at

2007 | 290 290 290 290 | 1.46| penses swelled 10%, as aging infrastruc- first blush, those seeking an income

2008 | 293 293 283 203 | 117| tures required greater maintenance, and vehicle have better options available, par-

2009 | 295 285 295 285 | 118 the increased demand drove up distribu- ticularly on a risk-adjusted basis.

2010 tion costs. We suspect that these trends Andre J. Costanza January 22, 2010
(A} Basic EPS. Exdl. nonrecurring gain (loss): | (B} Dividends historically paid in mid-Feb., gc) Incl. deferred charges. In '08: $3.9 mill., Company’s Financial Strength B+
00, (7¢); 01, 4¢; '02, 8¢. Next eamnings report | May, Aug., and Nov. » Div'd reinvestment plan | $,19/sh. Stock’s Price Stability 80
due early February. available. ED} In millions, adjusted for split. Price Growth Persistence 75

E) Excludes non-reg. rev. Earnings Predictability

© 2010, Vaiue Line Publishing, Inc. Al rithls reserved. Faclual material is obtained from sources befieved to be refiable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication Is striclly for subscriber's own, non-commetcial, internal use. No part
of it may be reproduced, resold, stored o tansritted in any printed, electronic or other form, or used for generating or markedng any printed or eledroric publication, service or product

To subscribe call 1-800-833-0046.




Exhibit PMA-1
Schedule 9
Page 5 of 17

RECENT 2 3 77 TRAILING 20 0 RELATIVE 1 11 OVD 3 80/
CONN, WATER SERVICES NDQ-CTws  |PRICE ' PIERATIO &V.V |PERATIO 1, YLD {0/0
K ' 32.24 31.09 30.41 29.76 28.17 27.71 25.61 28.95
19.50 20.35 24.00 23.83 21.91 20.28 22.40 19.26
PERFORMANCE 3 Average LEGENDS
Technical 3 vers T RerPrice Stengh |+ 30
ge v o] 1. -
SAFETY 2 ﬁggge ghfﬂ?f;dz alsegl;}n?iclaolgs recession N kA aa b AL s R i ‘LHR—‘ T I TR RAasal 2 225
BETA &80 (1.0 = Markel) o L 13
Financial Strength B+ LA - —~ : — 6
Price Stability 90 ’ 4
Price Growth Persistence 35 s
i i HH FRR 1y } 14 450
Earnings Predictability 80 T : T LA TRV T E A T ANIEATAN VoL,
T D L T L T T i A T T T T THHHH {hous.)

© VALUE LINE PUBLISHING, INC.| 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
SALES PER SH 5.93 5.77 5.91 6.04 5.81 568 7.05 7.24 -

“CASH FLOW” PER SH 1.78 1.78 1.89 1.91 1.62 1.52 1.90 1.95 -

EARNINGS PER SH 1.13 112 1.15 1.16 88 81 1.05 111 11948 1,08 S/NA
DIV’DS DECL'D PER SH .80 81 83 84 85 .86 87 88 -

CAP'L SPENDING PER SH 1.86 1.98 1.49 1.58 196 1.96 2.24 2.44 -

BOOK VALUE PER SH 9.25 10.06 10.46 10.94 11.52 11.60 11.95 12.23 -

COMMON SHS OUTST'G (MILL) 7.65 7.94 7.97 8.04 8.17 8.27 8.38 8.46 -

AVG ANN'L PJE RATIO 215 243 23.5 22.9 28.6 29.0 23.0 22.2 20.0 22.0/NA
RELATIVE P/E RATIO 1.10 1.33 1.34 1.21 1.51 157 1.22 1.34 -

AVG ANN'L DIV'D YIELD 3.3% 3.0% 3.0% 3.1% 3.4% 3.6% 3.6% 36% | -

SALES (SMILL) 454 45.8 47.1 48.5 475 46.9 59.0 61.3 - Bold figures
OPERATING MARGIN 56.1% 57.7% 52.1% 51.0% 48.3% 43.7% 40.8% 49.0% | - are consensus
DEPRECIATION ($MILL) 5.0 5.4 59 6.0 6.1 5.9 72 74 - earnings
NET PROFIT ($MILL) 8.7 8.8 9.2 9.4 7.2 6.7 8.8 9.4 - estimates
INCOME TAX RATE 36.1% 33.8% 17.9% 22.9% — 23.5% 32.4% 27.2% | - and, using the
NET PROFIT MARGIN 19.1% 19.2% 19.5% 19.4% 15.1% 14.3% 14.9% 154% | - recent prices,
WORKING CAP'L ($MILL) d33 d5.1 d3.9 d7 13.0 12 8.1 d3.3 - PJE ratios.
LONG-TERM DEBT {$MILL) 64.0 64.8 64.8 66.4 77.4 773 92.3 92.2 -
SHR. EQUITY ($MILL) 71.6 80.7 84.2 88.7 94.9 96.7 100.9 104.2 -~

RETURN ON TOTAL CAP'L 7.9% 7.4% 7.5% 7.0% 5.0% 4.9% 55% 59% | -

RETURN ON SHR. EQUITY 12.1% 10.9% 10.9% 10.6% 7.5% 6.9% 8.7% 9.0% | -

RETAINED TO COM EQ 3.6% 3.1% 3.2% 3.1% 3% | NMF 1.6% 1.9% | -
ALL DIV'DS TO NET PROF 71% 72% 71% 71% 95% 105% 82% 79% ~

ANo, of analysts changing eam. esl. in last 9 days: 0 up, 0 down, consensus 5-year eamings growth 9.0% per year. BBased upon 2 analys!s’ estimates. ©Based upon 2 analysts' estimates.

ANNUAL RATES ASSETS (§mil)

of change (per share) 5 Yrs. 1Yt | Cash Assets

Sales 2.5% 2.5% | Receivables

“Cash Flow" 0.5% 2.5% | Inventory (Avg cost
Earnings 2.5% 55% | Other "y (Avg cost)
Dividends 1.5% 1.0%

Book Value 35%  245% | CurentAssels
Fiscal | QUARTERLY SALES ($mill) | Fuyt | Property, Plant

& Equip, at cost
Accum Depreciation
Net Property
Other

Year 1Q 2Q 3Q 4Q  |Year

12/31007) 132 144 170 144 |59.0
12/31/08] 136 160  17.0 147 613

12/3109] 134 151 166 Tolal Assets

12031110

- EARNINGS PER SHARE puy | LIABILITIES (Smill)
Accts Payable

Year | 1Q 20 3@  4Q |Year| pevtpus

1231006{ 21 42 45 03 | .1 |Other

12/31/07) 18 22 46 19 |1.05] Current Liab
12/31/08) .20 35 34 22 11
12/31108] .13 27 57 12
12/3110] .13 .28

Cal- | QUARTERLY DIVIDENDS PAID | Full
endar | 1Q 2Q 3Q 4Q | Year| Total Debt $123.6 mill

2007 | 215 215 218 218 | g7 | LT Debt$920 mil.
2008 | 218 218 222 222 | .68
2009 | 222 222 228 228 | .90

as of 9/30/09

2010
INSTITUTIONAL DECISIONS
1Q'09 2Q'09 3qQog9 | Pfd Stock §.8 mill
to Buy 31 29 26
to Sell % 27 19 Common Stock 8,541,346
Hid's{000) 2678 2776 2860

392.5
108.2
284.3

53.5

360.8

Including Cap. Leases NA

shares

2008

418.1
115.8
302.3

543
3724

LONG-TERM DEBT AND EQUITY
Due in § Yrs. NA

(46% of Cap'l)
Leases, Uncapitalized Annual rentals NA

Pension Liability $16.7 mill, in '08 vs. None in ‘07
Pid Div'd Paid NMF

{54% of Cap'l)

9/30/09

3236
51.0

400.5

6.8
31.6

412

NDUSTRY: Wler ity

BUSINESS: Connecticut Water Service, Inc. primarily
operates as a water utility company in Connecticut. It
operates through three segments: Water Activities, Real
Estate Transactions, and Services and Rentals. The Water
Activities segment supplies public drinking water to its
customers. The Real Estate Transactions segment involves
in the sale of its limited excess real estate holdings. The
Services and Rentals segment provides contracted services
to water and wastewater utilities and other clients, as well as
leases certain of its properties to third parties. This seg-
ment’s services include contract operations of water and
wastewater facilities; Linebacker, its service line protection
plan for public drinking water customers; and provision of
bulk deliveries of emergency drinking water to businesses
and residences via tanker truck. As of July 8, it provided
water to to more than 88,000 customers, or about 300,000
people, in 54 towns throughout Connecticut. Has 226
employees. Chairman, C.E.O. & President: Eric W. Thorn-
burg. Inc.: CT. Address: 93 West Main Street, Clinton, CT
06413. Tel.: (860) 669-8636. Internet:
http://www.ctwater.com. w.T

January 22, 2010

TOTAL SHAREHOLDER RETURN
Dividends plus appreciation as of 12/31/2009

3 Mos. 6 Mos. 1Yr. 3 Yrs. 5 Yrs.

11.75% 16.53% 9.40% 21.84% 12.17%
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RECENT 1 7 21 TRAILING 23 6 RELATIVE 1 31 VD 4 20/ a
M'DDLESEX WATER NDQ-msex PRICE ' PIE RATIO PIE RATIO YLD 0 N
- 18.73 20.04 21.23 21.81 23.47 20.50 20.24 19.83 17.91 ! High
. BT 14.88 13.73 15.77 16.65 17.07 16.50 16.93 12.08 11.64 Low
PERFORMANCE 3 wonge [ LEGENDS| [P & DS TTVRT) SYSTE S HY 11 e S I - 1 18
Technical 3 :Zeraga o ;:L";"ﬁgzs"engm 1.' o WW 3
SAFETY 2 A"ggge sﬂg%gzisarseg‘:}nfzcygssmcession R ., 8
BETA .80 (1.00 = Market) T .
“es - N ‘. . . . 5
B L . . . - 4
Financial Strength B+ - L SN S LT rnt 3
Price Stability 95 2
Price Growth Persistence 40
Eamings Prediotability 80 . PSS WY 111 00 Y EERREAREAARAN vor
AR T A i A fihous.)
© VALUE LINE PUBLISHING, INC.| 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
SALES PER SH 5.87 5.98 6.12 6.25 6.44 6.16 6.50 6.79 -
“CASH FLOW" PER SH 1.18 1.20 1.15 1.28 1.33 1.33 1.49 153 -
EARNINGS PER SH .66 73 .61 73 71 .82 .87 .89 L7058 L80C/NA
DIV'DS DECL'D PER SH .82 83 .65 .66 .67 68 89 .70 -
CAP'L SPENDING PER SH 1.25 1.59 1.87 2.54 2.18 231 1.66 2.12 -
BOOK VALUE PER SH 711 7.39 7.60 8.38 8.60 9.82 10.05 10.28 -
COMMON SHS QUTST'G (MILL) 10.17 10.36 10.48 11.36 11.58 13.17 13.25 13.40 -
AVG ANN'L PIE RATIO 246 23.5 30.0 264 274 2277 216 19.8 24.6 21.5/NA
RELATIVE P/E RATIO 1.26 1.28 1.71 1.39 1.45 1.23 1.1 1.19 -
AVG ANN'L DIV'D YIELD 3.8% 3.7% 3.5% 3.4% 3.5% 3.7% 3.7% 4.0% -
SALES {$MILL) 59.6 61.9 64.1 71.0 748 81.1 86.1 91.0 - Bold figures
OPERATING MARGIN 47.2% 47.1% 44.0% 44.4% 44.4% 47.4% 47.0% 46.9% - are consensus
DEPRECIATION (SMILL) 5.3 5.0 5.6 6.4 7.2 7.8 8.2 8.5 - earnings
NET PROFIT ($MILL) 7.0 7.8 6.6 8.4 85 10.0 11.8 12.2 - estimates
INCOME TAX RATE 34.8% 33.3% 32.8% 31.1% 27.6% 33.4% 32.6% 33.2% - and, using the
NET PROFIT MARGIN 11.7% 12.5% 10.3% 11.9% 11.4% 12.4% 13.8% 13.4% - recent prices,
WORKING CAP'L {§MILL) d.9 d8.3 d13.3 d{1.8 d4.5 2.8 d9.6 d40.9 - P/E ratios.
LONG-TERM DEBT {$MILL) 88.1 87.5 97.4 115.3 128.2 130.7 131.6 118.2 -
SHR. EQUITY (§MILL) 76.4 80.6 83.7 99.2 103.8 1333 137.1 141.2 --
RETURN ON TOTAL CAP'L 5.6% 6.0% 5.0% 5.1% 5.0% 5.1% 5.6% 5.8% -
RETURN ON SHR. EQUITY 9.1% 9.6% 7.89% 8.5% 8.2% 7.5% 8.6% 8.6% -
RETAINED TO COM EQ 5% 1.3% NMF 9% 5% 1.2% 1.8% 1.9% -
ALL DIV'DS TO NET PROF 94% 87% 106% 90% 94% 84% 79% 78% --
ANo. of analysts changing eam. est. in last 9 days: 0 up, 0 down, consensus 5-year eamings growith 9.0% per year. BBased upon 3 analysls estimates. ©Based upon 3 analysts' estimates.
ANNUAL RATES ASSETS (§mill) 2007 2008 _ INDUSTRY: ‘Water Utility
of change {per share) 5Yrs, 1Yr | Cash Assels 2.0 3.3 )
Sales 1.5% 4.5% | Receivables 128 143 182 | BUSINESS: Middlesex Water Company engages in the
E(;?;?];slow ggé: %gé: lon;;eer}tory {Avg cost) }% }g }‘73 ownership and operation of regulated water utility systems
Dividends 2.0% 16% | 2 Assets i s 2 4.6 in New Jersey (NJ) and Delaware, and a regulated waste-
Book Value 8.5% 2.5% ’ ’ © | water utility in NJ. It offers contract operations services and
Fiscal | QUARTERLY SALES ($mill) | Fun | Property, Plant a service line maintAenance program t!lrough its nonregu-
Year | 1Q 2Q 3Q 4G |Year| & Equip, at cost 3986 4368 -- | lated subsidiary, Utility Service Affiliates, Inc. Its water
123107) 190 218 241 212 |86.4 ﬁif‘iar?o?§§§e°’a"°” 948 ses  aop | utility system treats, stores, and distributes water for resi-
1231/08] 208 230 257 215 |91.0] Other 414 531 522 | dential, commercial, industrial, and fire prevention pur-
12/31/09] 206 234 255 Total Assets 3927 4400 4568 | poses. It also provides water treatment and pumping ser-
12131110 vices to the Township of East Brunswick. Its other NJ
Fiscal EARNINGS PER SHARE Full kﬁz‘gg’iafmi"-) 65 57 45 subsidiaries offer water and wastewater services to residents
Year | 1Q 20 3Q 4Q  |Year| paps Duey 90 439 474 | in Southampton Township. Its Delaware subsidiaries pro-
13108] 45 25 28 14 | .82 | Other 115 419 _ 110 | vide water services to retail customers in New Castle, Kent,
123107 43 24 31 19 | .87 | Current Liab 27.0 61.5 629 | and Sussex counties. In November, the company announced
12/31/08! 15 26 35 13 [.89 the acquisition of the assets of Twin Lakes Water Services,
123108y A0 21 29 .10 Inc., which serves approximately 330 people in Shohola,
e 08 .2 LO:J:;-‘:%Z%EQEBT AND EQUITY Pennsylvania. Has 269 employees. Chairman: J. Richard
Cal- | QUARTERLY DIVIDENDS PAID | Full ¢ Tompkins, Address: 1500 Ronson Rd, P.O. BOX 1500,
endar ; 1@ 20 3Q  4Q |Year| Total Debt $174.1 mil. Duein5Yrs,NA | Iselin, NI 08830. Tel. 732-634-1500. Internet:
2007 | 473 473 473 475 | 69 :;‘Tc E}%li’; 5162:: l‘_‘:g's es NA http://www.middlesexwater.com.
| e T o) e w
2010 Leases, Uncapitalized Annual rentals NA January 22, 2010
Pension Liability $25.5 mill. in *08 vs. $13.3 mill. in ‘07
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'08 2Q'09 3qrog | Pfd Stock None Pid Div'd Paid None Dividends plus appreciation as of 12/31/2009
to Buy 4 4 30 Commeon Stock 13,469,000 shares 3 Mos. 6 Mos. 1Yr 3Yrs, 5 Yrs.
to Selt 27 33 28 (53% of Cap')
Hid's(000) 4505 4802 4958 18.15% 24.79% 7.19% 5.45% 11.94%
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THE PUBLISHER IS NOT RESPONSIBL
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RECENT 1 4 0 8 TRAILING 21 3 RELATIVE 1 19 oV 3 60/ A
YORK WATER CO NDQ--YoRW PRICE ' PIE RATIO P/E RATIO Yo 0 N
: 10 22 13.45 13.49 14.03 17.87 20.98 18.55 16.50 17.95 High
8.20 9.33 11.00 11.67 15.33 15.45 §.23 9.74 Low
PERFORMANCE 3 Average LEGENDS
i 3 Taﬁ;%ﬁie@eﬁv% '.'- T "‘l L DL o T 18
Technical Aversge D ord splt 502 o Ll o U Tl e 13
SAFETY 3 worage || Sived s oo esssn [T T W
he ses b aet SRR 2 M i ., 8

BETA .65 (1.00 = Market) oo, e . .

4

Financial Strength B+ 3

Price Stability 85 2

Price Growth Persistence 55

Earnings Predictability 95 ) i Hy e T s Vg\zo

W TR A T D T N {hous.)

© VALUE LINE PUBLISHING, INC.; 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011

REVENUES PER SH 2.05 2,056 217 2.18 2.58 2.56 279 2.89 -

“CASH FLOW” PER SH .59 57 85 85 .79 a7 .86 .88 -

EARNINGS PER SH 43 .40 47 49 .56 .58 57 57 6678 .66 /NA

DIV'D DECL'D PER SH .34 .35 .37 .39 A2 45 48 49 -

CAP'L SPENDING PER SH 75 .66 1.07 2.50 1.69 1.85 1.69 2147 -

BOOK VALUE PER SH 3.79 3.90 4.06 4.65 4.85 5.84 597 6.14 -

COMMON SHS QUTST'G (MILL) 9.46 9.55 9.63 10.33 10.40 11.20 11.27 11.37 -

AVG ANN'L P/E RATIO 17.9 26.9 24,5 25.7 26.3 31.2 303 24.6 21.3 21.3/NA

RELATIVE P/E RATIO .82 1.47 1.40 1.36 1.39 1.68 1.61 1.48 -

AVG ANN'L DIV'D YIELD 4.3% 3.3% 3.2% 3.1% 2.9% 2.5% 2.8% 3.5% -

REVENUES {$MILL) 19.4 19.6 20.9 22.5 26.8 28.7 314 32.8 - Bold figures

NET PROFIT ($MILL) 4.0 3.8 44 4.8 5.8 6.1 6.4 6.4 -- are consensus

INCOME TAX RATE 35.8% 34.9% 34.8% 36.7% 36.7% 34.4% 36.5% 36.1% - earnings

AFUDC % TO NET PROFIT 2.2% 3.7% - - - 7.2% 3.6% 10.1% - estimates

LONG-TERM DEBT RATIO 47.7% 46.7% 43.4% 42.5% 44.1% 48.3% 46.5% 54.5% - and, using the

COMMON EQUITY RATIO 52.3% 53.3% 56.6% 57.5% 55.9% 51.7% 53.5% 45.5% - recent prices,

TOTAL CAPITAL ($MiLL) 68.6 68.9 69.0 83.6 90.3 126.5 125.7 163.4 - P/E ratios.

NET PLANT {$MILL) 102.3 106.7 116.5 140.0 155.3 174.4 181.6 2114 -

RETURN ON TOTAL CAP'L 7.9% 7.4% 8.5% 7.6% 8.4% 6.2% 6.7% 57% -

RETURN ON SHR. EQUITY 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% 9.2% -

RETURN ON COM EQUITY 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% 9.2% -

RETAINED TO COM EQ 2.5% 1.3% 2.6% 2.1% 3.0% 2.2% 1.7% 1.4% -

ALL DIV'DS TO NET PROF 78% 88% 77% 79% 74% 77% 82% 85% -

ANo. of analysts changing eam. est. in last 9 days: 0 up, O down, consensus 5-year eamings growth 7.5% per year, BBased upon 4 analysts' estimates, Based upon 4 analysls’ estimates.
ANNUAL RATES ASSETS ($mill) 007 208 osne | INDUSTRY: WaterUtllity =~

of change (per share} S Yrs, 1Yr | Cash Assels 0 0 1

Revenues 5.5% 3.5% | Receivables 52 59 5, 7 BUSINESS: The York Water Company engages in the

Ei?;g;s]ow égnﬁ 35% ‘O”;’hee';“”y {Avg cost) 'g ; 4 1 impounding, purification, and distribution of water in York

Dividends 6.0% 30% | oot Assels ﬁ *7—3 77 County and Adams County, Pennsylvania. The company

Book Value 9.0% 3.0% ’ ’ supplies water for residential, commercial, industrial, and

Fiscal | QUARTERLY SALES (smill) | Fall | Property, Plant othfer C}xstomers. It has two reservoir;, Lake Williams,

Year | 1Q 20 3Q 4Q  |Year A & ECISIP. at P??l 2?; 2§2~g -- | which is 700 feet long and 58 feet high, and creates a
1231007] 74 78 83 78 |3t4 Ng?‘f"r?op:rg;wa o 1916 2114 2209 | TESEIVoir covering approximately 165 acres containing
1213108] 75 78 86 89 |328| Other 126 217 213 | about 870 million gallons of water; and Lake Redman,
123108f 88 92 9.8 Total Assels 2110 2404 2499 | which is 1,000 feet long and 52 feet high and creates a
12131110 reservoir covering approximately 290 acres containing

Fiscal EARNINGS PER SHARE Full /LJAB'L'T'ES ($mill) about 1.3 billion gallons of water. It also has a 15-mile

ccts Payable 3.2 2.0 2.8 s 1 :

Year | 1Q 2Q 3Q 4Q | Year| popt pue 15.0 87 g3 | pipeline from the Susquehanna River to Lake Redman that
1u3108] 42 44 47 45 | .58 | Other 32 35 _ 43 | provides access to an additional supply of water. As of
123107] .42 15 15 45 | .57 | Current Liab 214 14.2 162 | December 31, 2008, the company served approximately
12/31/08} .11 A3 15 18 | 57 176,000 residential, commercial, industrial, and other cus-
23408 43 A7 M8 17 tomers. In November, the company completed the Beaver
e 4 17 LO;‘G'Tf%%“g/ggEBT AND EQUITY Creek Village water system acquisition. Has 110 employees.

Cal- | QUARTERLY DIVIDENDS PAID | Fuil 50 C.E.O. & President: Jeffrey R. Hines. Inc.: PA. Address: 130

endar | 1@ 2@ 3@  4Q |Year) Total Debt $83.3 mil. Duein5Yrs.NA | East Market Street, York, PA 17401. Tel.: (717) 845-3601.

2007 | 418 418 118 118 | 47 | LT Debt§74.0mil Internet: hitp://www.yorkwater.com.

including Cap. Leases NA
e | e
2010 128 Leases, Uncapitalized Annual rentals NA January 22, 2010
Pension Liability $9.8 mill. in ‘08 vs. $4.0 mifl in '07
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'09 2Q09 3Qro9 | Pfd Stock None Pfd Div'd Paid None Dividends plus appreciation as of 12/31/2009

:O Buy i % % Common Stock 12,411,181 shares 3 Mos. 6 Mos. 1Yr. 3 Yrs. 5 Yrs.

o Selt 10 12 16 53% of Cap')

Hid's(000) 1958 2477 2941 5.61% -3.72% 24.34% -10.37% 30.61%

©2010 Value Line Pubishing, Inc, All rights reserved, Factual malerial is obtained from sources beffeved to be reliable and is provided without warranties of any kind. .
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RECENT Trailing: 12.8 }| RELATIVE DiVD 0/
AGLRESOURCES wyseae. 5" 37.00[w 12,5k m)iEae 0.740% 48% Al |
meuess 3w | (| 24| 22] S AT 231 B1] ] WA[ 0 | o] 93 Ty s s
SAFETY 2 Wewlziw [ LEGENDS
TECHNICAL 3 Lowgzion | died o I;g;eg;ﬁﬂfgﬁe o
BETA .75 {1.00=Marke) Olllgg:d‘(aeéa o N — 2
2075 PROJECTIONS | e cesao bego Coson S — - 12 10
) Price GSalr;/ R1esu‘§n . o ,,TF,)‘—"“’ it !1“‘] gg
El;g“l,‘ 2(5) i:zgo/: 5% nT”‘:r‘ T ,Iﬁl“lL ! ,n-.}pp nt b
Insider Decisions - Pty . 15
AW J JASOND[ et o q S O I R
By 00000000 0f o f 0 . " d s 10
Options 0 1 00001 12 -
LSl 020010021 % TOL.RETURN 2110 |~
Institutional Decisions Jus VAT,
ooy 10 w2d ip| Coent 18 n T T Y M
o Sef 107 96 99| yaded 6 1 i I 3yr. 33 08 |~
Hid's{000) 45714 45662 45741 Nttt 1 1] Syr. 318 0.4
1994119951996 | 1997 [ 1998 | 1999 | 2000 | 2001 | 2002 [ 2003 ;2004 | 2005 [2006 [ 2007 | 2008 | 2009 [ 2010 {2011 | ©VALUELINE PUB, INC|13-15
2353 | 1932 2191| 2275} 2336| 1871| 1125 19.04| 1532 4525 | 2383 | 3498 | 3373 ) 3264 ] 3641 20.90| 3435 3610 Revenuespersh A 40.35
2241 233 249] 2421 285| 229 286§ 331| 339 347 329| 420 450 465| 4681 595) &05) 530|“CashFlow" persh 575
147 133 137 137 141 91 129 150| 182 208| 228| 248) 272 272 271 283 285 3.10{EamingspershAB 3.40
104| 104] 106| 108] 108 1.08] 108] 108) 108, 14 1461 130] 148 164 168} 172 176| 1.80 |Div'ds Decl'd persh Cu 1.92
2370 297 237| 258] 205 251 292 283] 330] 246| 3441 344 326| 339 | 484| 615] 445[ 4.50 [Cap'l Spending persh 5.30
10497 1042 4056| 10.89| 1142| 11.58] 1150| 1219 | 1282 1466 1806 | 1920 | 2071 | 2074 | 2148 22.95| 2416, 2545 |Book Value persh P 29.95
5086 | 55.02| 5570 5660 5730 5710 54001 5510 5670 6450 7670] 7770 | 7076 | 7640 [ 7690 7750 7850 79.00 [Common Shs Quist'g B | 80.50
151 126 138 147 139 214 136 146| 125] 125] 131 1431 1357 147 123 111 Bold fighres are |Avg Ann'I PJE Ratio 15.0
89 84 86 85 J20 122 88 15 .68 T4 69 76 RE] .78 74 73|  VeluelLine Relative P/E Ratio 1.00
59% | 62% | 56%| 54% | 55% | 55%| 62% | 49% | 47% | 43% | 39% | 37% | 40% | 44% | 50% | 54% | S| Avg Ann'lDivd Vield 3.8%
CAPITAL STRUCTURE as of 12/31/09 607.4 | 1049.3 | 8689 | 983.7 | 1832.0 | 2718.0 | 2621.0 | 2494.0 | 2800.0 | 2317.0 | 2695 | 2650 |Revenues {$mill) A 3250
Total Debt $2576.0 mil. Due in 5 Yrs $543.0 mill. | 744 | 823 103.0| 1324 | 530 | 1930 | 2120 | 2110 | 2076| 260 230 | 245 |Net Profit {$mill) 275
LT Debt $1674.0 mil ,E‘TS'X")*E“’S‘ $900mil. TR 3e | 407% | %6.0% | 36.9% | 310% | 3.7% | 378% | 30.6% | 40.5% | 30.0% | 35.0% | 35.0% [income Tax Rate 38.0%
(Totalinterest coverage: 4. 7% | 78% | 11.9% | 135% | 84% | 7.4% | 81% | 85% | 74% | 11.2%| 8.6% | 8.6% |Net Profit Margin 8.4%
Leases, Uncapitalized Annual rentals $28.0 mill, 45.9% | 61.3% | 58.3% | 50.3% | 54.0% | 51.9% | 50.2% | 50.2% | 50.3% | 53.0% | 54.0% | 52.0% |Long-Term Debt Ratio 51.0%
Pension Assets-12/09 $303.0 mill. 48.3% | 38.7% | 41.7% | 40.7% | 46.0% | 48.1% | 49.8% | 49.8% | 49.7% | 48.0% | 50.0% | 48.0% [Common Equity Ratio 49.0%
Oblig. $463.0 mill. [ 72862 | 1736.3 | 1704.3 | 10014 | 3008.0 | 3114.0 | 3231.0 | 3335.0 | 33270 | 3750 | 3800 4200 |Total Capital {smill) 4900
Pfd Stock None 16375 | 2058.9 | 2194.2 | 23524 | 3178.0 | 3274.0 | 3436.0 | 3566.0 | 3816.0 | 2000 | 3080 | 3250 |Net Plant (Smill) 3900
Common Stock 77,543,821 shs. TA%| 65% | 8% | BO% | 63% | 70% | B0% | 17 | T4% | 7.0%| 7% | 65% RefumonTotal Capl | 6.5%
a5 of 120110 102% | 12.3% | 145% | 14.0% | 11.0% | 12.9% | 132% |127% | 126% | 145% | 12.0% | 12.0% |Returnon Shr.Equity | 11.0%
MARKET CAP: $2.9 billion (Mid Cap) 11.5% | 12.3% | 14.5% | 14.0% | 11.0% | 12.9% | 13.2% | 12.7% | 12.6% | 14.5% | 12.0% | 12.0% |Return on Com Equity 11.0%
CURRENT POSITION 2007 2008 12/31/09 | 32% | 42% | 70% | 66% | 56% | 62% | 63% | 53% | 81% | 7.0% | 5.0%| 5.5% |Retainedto ComEq 5.0%
(SMILL. 2% | 85% | 52% | 53% | 49% | 52% | 52% | 58% 60% | 50% ) 58% | 57% |AllDiv'ds to NetProf 55%
Cash Assets 21.0 16.0 26.0
ther 1790.0 2026.0 1974.0 | BUSINESS: AGL Resources inc. is a public utilty holding compa- lated subsidiaries: Georgia Natural Gas markets natural gas at
Current Assets 1811.0 20420 2000.0 | ny. its distribution subsidiaries include Afianta Gas Light, Chat- retall. Sold Utilipro, 3/01. Acquired Compass Energy Services,
Accts Payable 1720 202.0  237.0 ] tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util-  10/07. Frankiin Resources owns 7.7% of common stock; off./dir,,
O?r?érDue 88%8 g?gg gggg ities have more than 2.3 million customers in Georgia, Virginia, less than 1.0% (3/09 Proxy). Pres. & CEO: John W. Somerhalder Il.
Current Liab. 16450 1 983.0 1772:0 Tennessee, New Jersey, Flop‘da, and Marylapd. Eng_aged in non-  Inc. GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309, Tel-
Fix. Chg. Cov. 304%  416%  472% regulated natural gas marketing and other allied services. Deregu-  ephone: 404-584-4000. Internet: waww.aglresources.com.
ANNUAL RATES Past Past Estd'06-08| AGL Resources reported better-than- vide a boost to results over the coming
of change (persh)  10Yrs.  5¥rs, 031§ | anticipated fourth quarter profit. months.
Béliﬂ%?gw-' g~8:/ﬁ’ 12,2:/4, gg:/’ Earnings of $0.92 a share topped our es- The board raised AGL's quarterly pay-
Eamings 70% 85% 35% | timate of $0.78 a share. A good perform- out by a penny for 2.3%) to $0.44 a
Dividends 40% 80% 25% | ance in the companys unregulated share. Accordingly, income-oriented ac-
Book Value 70% 100% 50% | businesses offset disappointing results in counts may want to take note of these
Cal- | QUARTERLY REVENUES {$ mill) rull | AGL's gas utility operations. For the full shares. Indeed, this stock’s yield (4.8%) is
endar [Mar31 Jun.30 Sep.30 Dec.3t| Year | year, the utility posted a solid bottom-line above average for a natural gas utility.
2007 1973 487 368 685 (2404 showmg ($2.89 a share), thanks to strong Long-term prospects appear to be
2008 [1012 444 539 805 [2800 | results in the March period. However, a promising. The company reached a legal
2009 1995 377 307 638 (2317 | year-over-year decline in customers settlement, which will allow it to expand
2010 {020 450 475 750 (2695 | weighed on the top line ($2.3 billion). its presence on Jefferson Island. Moreover,
2011 075 475 500 800 |2850 | The company provided positive guid- a few rate cases should come into play in
Cal- EARNINGS PER SHARE B Full | ance for 2010. Management expects the near term, which if approved, would
endar |Mar31 Jun30 Sep.30 Dec.31| Year | share net to come in between $2.95 and bolster results over the long haul. Addi-
2007 | 129 40 47 88 | 272| $3.05 this year. We have increased our es- tionally, AGL recently launched a new en-
2008 | 116 30 .28 .97 | 27| timate by a nickel, matching the low end ergy services business that targets large-
2009 | 155 26 .6 .92 | 283 of this range. We look for results across scale clients. This should contribute to
2010 + 150 .30 .25 .90 | 295| AGL's operations to perform mostly in line profits in the years ahead.
201 | 141 36 33 100 | 310) with 2009's showing except at the compa- These shares are neutrally ranked for
Cal- | QUARTERLY DIVIDENDS PAID Sx Full | ny’s wholesale services business, which Timeliness. But this stock may be of in-
endar {Mar31 Jun30 Sep.30 Dec3t| Year | should post improved results. Moreover, terest to patient investors. Indeed, the is-
2006 | 37 37 .37 37 148 | AGL will probably focus on new projects to sue is attractive on a risk-adjusted basis
20000 40 41 4 M 164 | offset the decline in customers due to the (Safety: 2) for total-return potential over
008 | 42 42 42 A2 168 | weak residential real estate market. Fur- the 3- to 5-year pull, based on our projec-
2009 | 43 43 43 4 1.72| thermore, the company recently added two tions of steady earnings growth and mod-
2010 | 44 new pipeline projects that began commer- est dividend increases.
cial operation recently, which should pro- Richard Gallagher March 12, 2010
(A) Fiscal year ends December 31st, Ended | $0.13; 01, $0.13; '03, ($0.07); '08, $0.13. Next | cludes intangibles. In 2009: $418 million, Company's Financial Strength B+
September 30th prior fo 2002, eamings reporl due late April, {C) ‘Dividends | $5.44/share. Stock's Price Stability 100
(B) Diluted earnings per share. Excl. nonrecur- | historically paid early March, June, Sept,, and | (E) In milfions. Price Growth Persistence 75

Fing gains {fosses): ‘85, ($0.83); '99, $0.39; '00, { Dec. » Div'd reinvest. plan available. (D) In-
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CURRENT POSITION 2008
(SMILL)

RECENT PIE Trafling: 13.4 } RELATIVE DV'D 0 /
ATMOS ENERGY CORPIl NYSE-aT0 |PRICE 28.05 RATIO 12.5 Median: 15.0 /| PIE RATIO 0.74 YLD 4.8 0
y High:| 330! 26.3| 258 245| 255| 276 30.01 331 335] 293 303} 300 1
mueLess 3 owestnns | [ROV| 3381 $83| 198| 18| BR| 24| 50| 85| 239| 17| 201| 263 Target Price Ranae
SAFETY 2 Rased121605 | LEGENDS
e 1,00 X Dividends p sh an
TECHNICAL 3 Raised 1071608 diided by Interes Rete
.+ Relative Price Strength 80
| BETA 65 (00-Matke | Ogggrz‘iﬁivaﬁ:a' jor recession 50
2071315 PROJECTIONS | 151e5t recesson began 12007 B 0
Price  Gain Anﬁe‘tgtr)rt\al 1 o 1 30
T " Tiel T * 3108
High 40 (+45%} 13% 1 I. !i' st b e MR rriver TTHL et Ty nliu - e 25
Low 30 (+5%) 6% |o—omi ! gl Ut el L 20
insider Decisions iy | 15
AMJJIASOND X .
By 000000000 et [T e 190 N b 10
Opions 000010010 ‘ ! A W e . 75
el 000030011 * %TOT.RETURN 210 |
institutional Decisions [l l t l THIS  VLARITH
102008 202009 302083 i . n STOCK  INDEX |
ohy 08 o7 79| hoeet 2 T T3 TTh T 1y 322 1018 [
to Self 122 1 124 | traded 4 —h ] 1 m i *_ ;( i 3yn 14 08 I~
Hids(00) 53874 54285 55892 LT T ETRAR Sy 260 304
Atmos Energy’s history dates back to] 2000 [2001 | 2002|2003 | 2004 | 2005 | 2006 |2007 | 2008 | 2009 [2070 {2011 | SVALUELNE PUB, WC] 13-15
1906 in the Texas Panhandle. Over the| 2661] 3536 | 2282 | 5430 | 4650 | 6175 | 7527 | 6603 | 7952 5369 | 48.95| 5000 Revenues pershA 68.20
years, through various mergers, it became | 301| 303| 330| 423\ 281| 380| 426 44| 419) 429} 470| 490 |“CashFlow” persh 540
part of Pioneer Corporation, and, in 1981,1 103| 147 145} 471| 18| 172} 200 184} 200| 497| 225| 235|Eamingspersh A® 270
Pioneer named its gas distribution division| 144 | 116] 118 | 120 122 124] 126 128 130| 132| 34| 1.36 DivdsDecidpersh®s | 145
Energas. In 1983, Pioneer organized [ 236 277| 347| 310| 303 | 44| 520| 43| 520 55| 560| 570 Cap'lSpending per sh 6.70
Energas as a separate subsidiary and dis-| 1228 1431 1375 | 1666 | 18.05 | 1380 | 2016 | 2201 | 2260| 2352 | 2450 | 2495 |Book Value persh 27.80
tributed the outstanding shares of Energas [ 3795 40.73 | 4168 | 5148 | 62.80 | 8054 | 8174 | 8993 | G0.81| 0255| 9400 96.00 |Common ShsOutstg® | 110.00
to Pioneer shareholders. Energas changed 88| 156] 1521 34| 153 161 | 135 | 158 | 136| 125 Boldfighres are |AvgAnn'PE Rafio 30
its name fo Atmos in 1988. Atmos acquired | 123 | 80 B3| 76| 84| 86| 73} 84| 82| 82| Valialie IRelative PE Ratio 85
Trans Louisiana Gas in 1986, Western Ken-| 5.9% | 5:1% | 54% | 52% | 49% | 48% | 47% | 42% | 48% | 53% estimates | ayg Ann't Div'd Yield 41%
tucky Gas Utilty in 1987, Gfee'e)geas N |"3502 | 14423 | 9508 | 27999 | 29200 | 49733 | 61624 | 58384 | 72213 | 4369.1 | 4600| 4800 |Revenues (Smill A 7500
1993, United Cities Gas in 1897, and others. | 355 | 51| 597| 795| 862 | 1358 | 1623 | 1705 | 1803 | 1797 | 210| 225 |NetProfit (Smil) 300
CAPITAL STRUCTURE as of 12/31/09 | T3A% | 37.3% | 3TT% | 70% | 374% | 31.0% | 376% | 358% | 3B.4% | 344% | 38.5% | 385% [Income TaxRale 05%
Total Debt $2349.3 mill. Due in 5 Yrs $685.0 mill. 38% | 39% | 63% | 28% | 3.0% | 27% | 26% | 29% | 25% | 36% | 4.6% | 47% |NetProfit Margin 4.0%
%C'ﬁ:;ﬁ;‘:aﬁfe';"; 5XFH;‘§;§‘;§313040““"~ 18.1% | 54.3% | 53.0% | 50.2% | 43.2% | 57.0% | 57.0% | 52.0% | 50.8% | 49.9% | 49.0% | 4.0% |Long-Term Deb{Ratio | 49.0%
coverager 28 51.9% | 45.7% | 46.1% | 49.8% | 56.8% | 42.3% | 43.0% | 48.0% | 49.2% | 50.1% | 51.0% | 51.0% |Common Equity Ratio | §1.0%
Ceases, Uncapitalized Annual rentals $17.8 rill. | 757 | 12763 | 12437 | 17214 | 1634B | 37855 | 36285 | 40821 | 4172.3 | 43462 | 4520 4700 |Total Capital (Smill 6000
Pfd Stock None ' 9823 | 13354 | 13003 | 1516.0 | 17225 | 33744 [ 36292 | 38368 | 41369 | 44391 | 4745 | 5050 |Net Plant {$mil) 6100
Pension Assets-9/09 $301.1mil. 65% | 59% | 68% | 62% | 58% | 53% | 6% | 59% | 59% | 59% | 6.0%| 6.5% |Returnon Total Cap! 6.5%
Common Stock 93,054 %‘g’gﬁfas"»”m’”- 82% | G6% | 104% | 93% | 7.6% | B5% | 08% | 8.7% | 88% | 83% | 9.0% | 9.5% |ReturnonShr.Eqully | 10.0%
asofmane o i 8.2% | 96% | 104% | 9.3% | 7.6% | 85% | 98% | 87% | 88% | 83% | 9.0%| 9.5% |ReturnonComEquity | 10.0%
MARKET CAP: $2.6 billion (Mid Cap) NME| 24% | 19% | 28% | 17% | 23% | 36% | 3.0% | 34% | 27% | 3.5% | 4.0% |RetainedtoComEq 45%
2000 1260 | 112% | T9% | 82% | T0% | 7% | 3% | 63% | 65% | 65% | 8% | G60% | 58% |AMDivids toNet Prof 53%

BUSINESS: Atmos Energy Corporation is engaged primarily in the

32%, commercial, 7%, industrial; and 4% other. 2008 depreciation

8tahSQrASSEtS 12‘;31 %;% 1}—11:'3 distribution and sale of natural gas to over three million customers rate 3.6%. Has around 4,700 employees. Officers and directors
Current Assels 12851 "B280 71266.6 | via six regulated natural gas uliity operations: Louisiana Division, —own approximately 1.6% of common stock (12/09 Proxy). Chaimman
Accts Payable 3954 207.4 578.8 | West Texas Division, Mid-Tex Division, Mississippi Division, and Chief Executive Officer: Robert W. Best. Incorporated: Texas.
Debt Due 351.3 727  189.8 | Colorado-Kansas Division, and Kentucky/Mid-States Division. Com-  Address: P.O. Box 650205, Dallas, Texas 75265. Telephone: 972-
Other 4604 4573 4138 | pined 2009 gas volumes: 282 MMcf. Breakdown: 57%, residential; 934-8227. Internet: wvaw.atmosenergy.com.

Current Liab. 12071 7374 11824 ——

Fix. Chg. Cov. 450%  416%  435% Atr;).os Ii‘,nz%rlggf g(;t. o}flf toda strogg s;tart rate of growth due to the difficult com-

aio7o0g | in fisca , which ends on Septem- parison.

Qmﬁgﬁﬁp?ﬁif S 15?; ;?,sst Es(toqqg]qsog ber 30th, as first-quarter earnings per Steady, though unexciting, earnings
Revenues a.5% 10.0% 5% | share were around 20% higher than the gains appear to be in store for the
E%?ﬁi?\gsk’w g-go//: i'g"//: gg% year-earlier tally. For one thing, the natu- company in the next three to five
Dividends 20% 15%  2.0% ral gas marketing segment enjoyed a sub- years. The utility is one of the nation’s
Book Value 70% 70% 35% | stantial increase in unrealized margins, largest natural gas-only distributors, now

Fiscal | QUARTERLYREVENUES [milljA | Full brought about, to a certain extent, by a serving over three million customers

g’:g; Dec.3! Mar31 Jun30 Sep.30 F;gg;“ narrowing of spreads between current across 12 states. Moreover, the unregu-

2007 16026 20756 12182 10020 [58084 | cash prices and forward natural gas lated segments (contributing between 15%

2008 f§575 24840 16394 1440.7 |72213 | prices. Furthermore, results for the natu- and 35% to net income annually on a his-

2008 17163 18214 7808 650.6 J40601 | ral gas utility were aided partially by torical basis) possess healthy prospects.

2010 42029 1650 900 7571 4600 | higher rates in the Mid-Tex, Louisiana, Lastly, management may return to its suc-

2011 4085 1835 1045 855 |4800 | and West Texas service areas. That unit cessful strategy of purchasing less-efficient

Fiscal | EARNINGSPERSHAREABE Full | also benefited from a 7% rise in through- utilities and shoring up their profitability

g’:j; Dec.3! Mar3! Jun30 Sep.30 Fy'zgi‘ put, as colder temperatures boosted con- through expense-reduction initiatives, rate

5007 T 87 120 445 405 | 194 sumption. Finally, the regulated transmis- relief, and aggressive marketing. (Future

008 | 87 424 d07 02 | 200] sion and storage operation experienced a acquisitions are excluded from our figures,

2008 83 129 02 d17 197| drop in operating expenses because of a however)) In Atmos’ current configuration,

2010 | 100 132 .05 d12 | 2.25| decreased level of pipeline maintenance annual sharenet growth could be in the

2011 | .7 136 .03 d0f | 235] activity. mid-single-digit range over the 2013-2015

Cal- | QUARTERLY DIVIDENDS PAID €a ean | We expect the momentum to continue period.
endar |Mar31 Jun30 Sep30 Dec3t| Year | during the remaining three quarters. On a risk-adjusted basis, total return

006 | 345 315 315 32 | 427 As a result, the bottom line stands to ad- potential is appealing. Meanwhile,

27 1 3 @ ;35| 12| vance about 14%, to $2.25 a share, in fiscal these good-quality shares are ranked to

2008 | 325 325 325 33 | 131] 2010. Assuming further expansion in oper- perform in line with the broader market in

2000 33 a3 33 35| 133] ating margins, share net may reach $2.35 the year ahead.

2010 335 next year. That would be a much slower Frederick L. Harris, IIT March 12, 2010
{A) Fiscal year ends Sept. 30th. (B) Diluted | early March, June, Sept,, and Dec. ® Div. rein- | (E) Qirs may not add due to change in shrs Company's Financial Strength B+
shrs. Exel. nonrec. items: 00, 12¢; '03, d17¢; | vesiment plan. Direct stock purchase plan | outstanding. Stock'’s Price Stability 100
'08, d18¢; '07, d2¢; '09, 12¢. Next egs. rpt. due | avail. Price Growth Persistence 50
early May. (C} Dividends historically paid in | {D) In millions. Earnings Predictability 90

© 2010, Value Line Publishing, Inc. All fights reserved. Factual material is obtained from sources believed to be reliable and is provided without wamanties of any kind.
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of it may be reproduced, resold, stored or transmited in any printed, electronic or other form, or used for generaling of markeling any printed or electronic publication, service or product.
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RECENT 29 5 5 TRAILING 19 2 RELATIVE 1 06 BIvD 4 40/
DELTA N AT, G AS NDQ--DGAS PRICE ' PERATIO e |PERATIO 1. Yo /0
RANKS 20.899 23.08 24.10 28.75 30.00 26.82 26.08 3219 29.80 30.00| High
17.69 18.50 21.00 22.02 23.60 24.11 23.50 11.70 18.46 27.96| Low
PERFORMANCE 3 avorage LEGENDS 45
-— 42 Mos Mov Avg b
Technical 3 Avrege | oo RolPrce Stenalh Ly . et ' o0
SAFETY 2 N T ek A : : '{THT‘#J Mt 225
BETA .65 (1.00 = Market) [ arer — 13
- . . .o * - - T g
Financial Strength B+ L i T _ 5
Price Stability 95 - - 4
Price Growth Persistence 50 P 3
- 90
Earnings Predictability 0 T il I R AT N T NS T PP AT T VoL,
R MR IRy N (fhous.)
© VALUE LINE PUBLISHING, INC.| 2001 2002 2003 2004 2005 2006 2007 2008 2008 2010/2011
SALES PER SH 28.36 22.1 21.589 24.74 26.06 36.01 29.96 34.18 31.84
“CASH FLOW" PER SH 3.08 3.16 2.65 2.65 2.86 2.94 3.19 349 2.89
EARNINGS PER SH 147 1.45 1.49 1.20 1.55 1.55 1.62 2.08 1.58 1.6548/NA
DIV'DS DECL'D PER SH 1.14 1.16 1.18 1.18 1.18 1.20 1.22 1.24 1.28
CAP'L SPENDING PER SH 2.83 3.72 2.90 2.80 1.65 2.39 2.47 1.69 2.54
BOOK VALUE PER SH 13.12 13.51 14.49 15.26 15.73 16.16 16.61 17.48 17.78
COMMON SHS QUTST'G (MILL) 2.50 2.53 3.17 3.20 3.23 3.26 3.28 3.30 3.32
AVG ANN'L P/E RATIO 12.3 14.4 14.5 20.1 16.8 16.9 15.5 123 15.0 17.9/NA
RELATIVE P/E RATIO .63 a7 .83 1.06 .89 81 .82 74 .99
AVG ANN'L DIV'D YIELD 6.3% 5.7% 55% 4.9% 4.5% 4.6% 4.9% 4.8% 5.4%
SALES (SMILL) 70.8 55.9 68.4 79.2 84.2 117.3 98.2 112.7 105.6 Bold figures
OPERATING MARGIN 23.2% 29.3% 24.7% 21.2% 21.9% 16.2% 20.4% 18.6% 18.0% are consensus
DEPRECIATION ($MILL) 4.0 44 4.5 4.7 4.3 4.6 5.2 4.7 4.4 earnings
NET PROFIT {$MiLL) 3.6 3.6 3.9 3.8 5.0 5.0 5.3 6.8 5.2 estimates
INCOME TAX RATE 38.0% 38.2% 38.0% 38.1% 38.3% 36.6% 37.3% 37.8% 36.6% and, using the
NET PROFIT MARGIN 5.1% 6.5% 5.8% 4.8% 5.9% 4.3% 5.4% 6.1% 4.9% recent prices,
WORKING CAP'L ($MILL) di2.6 d15.3 d.2 d.7 8 46 5.1 8.2 55 PJE ratios.
LONG-TERM DEBT {$MILL) 49.3 48.86 534 53.0 52.7 58.8 58.6 58.3 57.6
SHR, EQUITY ($MILL} 32.8 34.2 459 48.8 50.8 52.6 54.4 57.6 59.0
RETURN ON TOTAL CAP'L 6.7% 6.6% 5.9% 5.6% 6.7% 6.7% 6.3% 7.6% 6.2%
RETURN ON SHR. EQUITY 11.1% 10.6% 8.6% 7.9% 9.8% 9.5% 9.7% 11.9% 8.8%
RETAINED TO COM EQ 2.5% 2.1% 1.6% 2% 2.4% 214% 2.4% 4.8% 1.7%
ALL DIV'DS TO NET PROF 78% 80% 81% 98% 76% 71% 75% 60% 81%
ANo, of analysts changing eam. est. in last 27 days: 0 up, 0 down, consensus 5-year eamnings grovth 3.0% per year. BBased upon one analyst’s estimate.
ANNUAL RATES ASSETS ($mill) 2008 2008 4203443 INDUSTRY: Natural Gas (Div.)
of change (per share) 5 Yrs, 1Yr | Cash Assets 3 14 1
Sales 7.0% 7.0% | Receivables 14 4t 127 | BUSINESS: Delta Natural Gas Company, Inc. sells natu-
Eczjnsi:;sbw 513»52 :;Z:g";: B‘er",“’”” (v cost 1?-3 123 1%‘2 ral gas to approximately 37,000 retail customers on its
Dividends 1.0% 30% | ot Acsets m ~1~9'—4 3 1‘2 distribution system in central and southeastern Kentucky. Its
Book Value 3.5% 2.0% ’ ’ “ | Regulated segment sells natural gas to its retail customers,
Fiscal | QUARTERLY SALES ($mill) | pun | Property, Piant primari‘ly in 2} rural counties. This segment also transports
Year | 1Q 20 3Q 4Q_|Year| & Eqslp, at F??l 125‘; 1?8-? - | gas to industrial customers on its system who purchase gas
ool 131 24 410 17 |92z | Netbropewy 1264 1285 1oe2 | in the open market, as well as transports gas on behalf of
06130/08] 124 293 484 226 |112.7] Other 124 145 145 | local producers not on its distribution system. The compa-
06/30/08] 181 338 432 104 |105.6] Total Assets 1708 1625 1750 | ny’s Non Regulated segment purchases natural gas on the
06/30110) 814 211 ) open market and from Kentucky producers, and resells this
Fiscal EARNINGS PER SHARE Fall kﬁz‘gg'ig‘ésm'"‘) 02 41 63 | B30 industrial customers on its distribution system and to
Year | 1@  2Q@  3Q  4Q |Year| popy Duey 8.0 49 132 | others not on its system. This segment also produces natural
0613006 d18 88 103 d.49 | 155 | Other _56 _43 44 | gas that is sold to Delgasco for resale. As of June 30, the
06300071 di6 .73 142 d.07 |1.62 | CumentLliab 258 139 239 | company owned approximately 2,500 miles of natural gas
06/30/08] d.25 75 165 d.o7 208 gathering, transmission, distribution, storage, and service
06/30/09| 08 37 128 d16 |1.58 lines, as well as interests in oil and gas leases on 10,300
oeorto| d.17 58 Logf;ﬁgg 1?05987 AND EQUITY acres in }_3e11, Knox, and Whitl.ey counties. Has 155 employ-
Cal- | QUARTERLY DIVIDENDS PAID | Full ees. Chairman, C.E.O. & President: Glenn R. Jennings. Inc.:
endar | 1Q 2Q 3Q 4Q | Year | Total Debt $70.5 mill. Duein5 Yrs.NA | KY. Address: 3617 Lexington Road, Winchester, KY 40391.
2007 | 305 05 31 31 | 123 | LT Debt857.3mil Tel.: (859) 744-6171, Internet: hitp://www.deltagas.com.
Including Cap. Leases NA
m 2oz oz|a 05
010 | a5 Leases, Uncapitalized Annual rentals NA March 12, 2010
Pension Liability $.4 mill, in '08 vs. None in '08
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'09 2Q'08 3qog | Pfd Stock None Ptd Div'd Paid None Dividends plus appreciation as of 2/28/2010
o Buy 8 9 " Common Stock 3,327,573 shares 3 Mos. 6 Mos. 1Yr 3 Yrs. 5Yrs.
fo Sel S S & {51% of Cap')
Hld's(000) 815 568 588 11.58% 16.40% 44.31% 37.61% 40.85%

@2010 Value Line Publishing, Inc. Al rights reserved. Factual material is obtained from sources believed to be refiable and is provided without warranties of any kind.
T PURISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This pubtication is suicty for subscriber’s oen, non-commercial internal use. No part JELVRSLH e R {11 0| | I BT SRR R L
of # may be reproduced, resold, stored or Gansmilted in any printed, electronic or oiher form, or used for generaling or markeling any pinted of electronic publication, service of product.
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RECENT Trailing: 134 || RELATIVE ovo
LACLEDE GROUPwysess  [BE" 33,81 [ 13.8 Gaiz i )seams 0.81)%% 470Nl |
THEIRESS 5 etz | o] 2761 8] 229) 20| 309] ;) 2| mel o) el g83) 38 Torget Drice Renoe
SAFETY 2 Rafwedoots | LEGENDS ) 20131 2014 12015
—— 1.00 x Dividends p sh 128
TECHNICAL T Reised 250 diided by Ineres! Rale
. Rela(we rice Strength 96
BETA .60 (1.00 = Markel) Options: Yes an
[ ZITETS PROTECTIONS | ot sl o
] . Ann'i Total R17 D A N N hlchetubeh Al 8
High Psnsce fgf‘)[l/o Rfé% i /r'“'ﬂ%) T 10
low 40 §+2o% 8% T riprietptetti e frrbrlfy @omnges 32
isions gy T = 24
lns1derAD:cht3 S sonD " T l'“"'”' T ‘ i .
By 02100000 0T = —— 18
Optons 0 0 0000000 d iy il lilS i 12
tofel 0100000071 e B o . i % TOT. RETURN 2110
Institutional Decistons : . " l l e VLRI,
2 . 1 STOCK INDEX
oy 70 eo| feent 78 ~ T ty. 33 fois I
o el 81 81 67| yaded 23 Wﬁ. PEFEEE i 3y 187 08 [
Hids(00] 11043 10569 10660 [T | HTHTHITH] | Il 5yr. 298 304
1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 [2007 | 2008 {2009 {2010 | 2011 | ©VALUE LINE PUB, INC| 13-15
33431 2479| 31.03| 3433| 31.04 | 26.04| 29.99| 53.08| 39.84 | 5495 59.50 | 7543 | 9351 | 9340 | 10044 | 85.49| 72.90| 76.10 |Revenues persh 96.15
2657 255| 3287 332 302 256 268| 300| 256 315] 279 | 298| 381 | 387 422] 456] 415| 435 “CashFlow"persh 5.20
1421 127| 187 184 158| 147 137| 61| 148| 182 182| 180 237 | 2: 284 2927 245| 260 |Earningspersh AB 3.00
122 12| 126 130 132 134] 134 13| 134 134 136| 137 | 140 145 149 153 1.57| 1.61 |Div'ds Decl'd per sh Cw 175
250 263 235| 2441 268| 2581 277| 251 280] 267 | 245| 284 297 272] 257] 236) 245| 255 |CaplSpending persh 315
12441 13051 1372| 14.26) 1457 | 1498 1469 | 1526 1507 | 1565 1696 | 17.31 | 1885 | 1979 | 2242} 2332 23.80| 24.30 |BookValue persh D 21.70
1567 1742) 1756] 1/56| 1763 1888} 188 | 1888 1896 | 1941 | 2098 2147 | 2136 | 2465 | 2188} 2247 | 2250 23.00 |Common Shs Outst’'g £ | 26.00
1641 1551 119 125{ 155 158] 1481 145 200| 136| 17| 162 136] 142| 143] 134 Bold iglres are |Avg Ann'IPJE Ratio 16.0
108 1.04 15 12 81 80 97 J4| 1.08 18 83 86 73 15 .86 88| ValuglLine Relative P/E Ratio 1.05
53% | 63% | 56%| 56%| 54% | 58% | 66% | 57% | 57% | 54% | AT% | 44% | 43% | 44% | 39% | 39% | =S |avgAnn'iDivdYield | 3.7%
CAPITAL STRUCTURE as of 12/31/09 566.1 | 10021 | 756.2 | 1050.3 | 1250.3 | 1567.0 | 1897.6 | 20216 | 2209.0 | 18952 | 1640 | 1750 |Revenues {Smill} A 2500
Total Debt §509.5 mill. Due in § Yrs $180.0 mill 260 305| 224 M6| 3BA| 404 505 408 576| 643| 550  60.0 |Net Profit ($mil) 80.0
gozi?;tgffs‘fgofcg; E,‘;Ta‘x“)‘e'es‘sz"-“ mill 35.2% | 32.1% | 354% | 350% | 34.8% | 341% | 325% | 35.4% | 31.3% | 336% | 35.0% | 35.0% |Income Tax Rate 35.0%
ge: - 46% | 30% | 3.0% | 33% | 29% | 25% | 25% | 25% | 26% | 34% | 34% | 3.4% |NetProfit Margin 3.2%
45.2% | 49.5% | 47.5% | 50.4% | 51.6% | 48.1% | 49.5% |453% | 44.4% | 42.9% | 42.5% | 43.0% {Long-Term DebtRatio 47.0%
Leases, Uncapitalized Annual rentals $.9 mill. 54.5% | 50.2% | 52.3% | 49.4% | 48.3% | 51.8% | 504% | 54.6% | 55.5% | 57.1% | 57.5% | 57.0% {Common Equity Ratio 53.0%
Pension Assets-9/09 §223.7 mill. ) 5192 | 5741 5466 | 605.0 | 737.4 | 707.9 | 7989 | 7845| 8761 | 9063 935 980 [Total Capital (Smill 1360
pid Stock None Oblig. $378.0mill. | 5754 | gup5 | 5944 | 621.2 | 6469 | 6795 | 7638 | 7938 | 8202 | 8590 870 915 |Net Plant Smil) 1230
Commen Stock 22,262,436 shs. 67% | 60% | 60% | 74% | 66% | 76% | 84% | 85% | 8.4%| 81% | 70% | 7.5% [ReturnonTotal Cap! | 7.5%
a5 of 1128110 91% | 10.5% | 7.8% | 115% | 10.1% | 10.9% | 125% | 14.6% | 118% | 124% | 10.0% | 10.5% [ReturnonShr. Equity | 17.0%
94% | 105% | 7.8% | 11.6% | 10.1% | 10.9% | 125% | 11.6% | 11.8% | 124% | 10.6% | 10.5% |Refurn on Com Equit 11.0%
MARKET CAP: §750 million {Smali Cap) 2% | 8% | NMF| 34% ) 27% | 34% | 54% | 43% | 52%] 58% ) 35%| 4.0% [Retainedto Com;ilqy 5.0%
CUTSIEERE POSITION 2008 2009 12/31/09 08% | 83% | M3% | T4% | TI% | 72% | 59% | 63% 56% | 583% , 64% | 62% |AlDIV'ds toNetProf 57%
Cash Assets 14.9 74.6 80.0 | BUSINESS: Laclede Group, Inc., is a holding company for Laclede  65%; commercial and industrial, 24%; transpartation, 1%; other,
Other _5470 2942  396.7 | Gas, which distributes natural gas in eastern Missouri, including the  10%. Has around 1,762 employees, Officers and directors own ap-
Current Assets 561.9 3688 4767 | city of St. Louls, St. Louis County, and parts of 10 other counties. proximately 8% of common shares (1/10 proxy). Chaiman, Chief
Has roughly 630,000 customers. Purchased SM&P Utility Re- Executive Officer, and President: Douglas H. Yaeger. Incorporated:
Accts Payable 159.6 728  135.% . i : : : § oA .
Debt Due 2161 1208 145 | sources, 1/02; divested, 3/08. Therms sold and transported in fiscal ~ Missouri. Address: 720 Olive Sireet, St. Louis, Missouri 63101, Tel-
Other 103.5 66.5 4127.5] 2008: 1.07 mill. Revenue mix for regulated operations: residential, ephone: 314-342-0500. Intermet: www.thelacledegroup.com,
Current Liab. 4792 2991 4078 aclede Group’s share net plummeted ice to its customers. Of course, there is no
Fix. Chg. Cov. 377% 420"' 400'5 27% in the opening quarter of fiscal guarantee that the measure will be ap-
ANNUAL RATES  Past  Past Estd 07-03| 2010, compared to the same period a proved, or that the full amount requested
of change {persh)  10Yrs, S5Yrs,  to™3M5 : . :
Revenues 20%  12.5% ‘s, | year earlier. (Years end September 30th.) will be received.
“Cash Flow” 35% 85% 35% | The shortfall occurred primarily because The company stands to register un-
g%glggss ?gﬁﬁ "2)322 gg‘é Latc’lede Erliergc}lf Resources suffered frorri a spectacul?r results in the coming
% 659 09 substantial reduction in margins on sales three to five years. The customer base
i?soctlvalueUARTERLY‘:{svﬁNUES 5/,0" 40:: m of natural gas, reflecting narrower price for Laclede Gas will probably continue to
on a ($ millja Fiscal| differentials. On a positive note, results for expand at a moderate rate, since the serv-
Ends |Decdt Mar3t Jund0 Sep30| Year | [ aclede Gas were boosted nicely by the ice territory is in a mature phase. Laclede
2007 5396 7008 4519 3233 120218 sale of propane in the wholesalé market, Energy Resources offers promising growth
gggg g%g égz)z gggg gg}g %gggg and, to a lesser degree, higher net invest- opportunities, but has contributed just a
2010 14912 550 350 2468 {640 | ment income. . small portion to total PI'.Of:itS on a histori-
014 1450 625 410 255 |1750 | We expect more of the same during cal basis. A major acquisition could help to
Fiscal | EARIINGS PER SHARE ABF Ful the remainder 9f the year. Consequent- offset this, but it seems that management
ear |po s Mardt Jundd Sep.3o| Fiseal ly, the company's bottom line for fiscal has no such plans in the works, at this
Ends |FL. - : P3| Year | 5010, as a whole, stands to drop about juncture.
gggz gg 1% ﬁ d?g %gl 16%, to $2.45 a share. But assuming a bet- The good-quality stock offers a gener-
2000 | 142 140 3 dm | 29| ter performance from Laclede Energy Re- ous amount of current dividend in-
2040 | 103 130 35 d23 | 245| sources, share net may advance 6%, to come, which is well covered by the compa-
w1 | 100 141 41 d22 | 260| $2.60, the following year. Note that our ny's earnings. But our projections indicate
cal. | QUARTERLY DIVIDENDS PAID S | ot figures do not include a pending rate case that additional increases in the distribu-
e Mar3 Jun30 Sep30 Dec3d vear | {discussed below). tion will be moderate. That is largely be-
en ardi JunJy oep.sh Lec. A rate case was filed with the Mis- cause of the utility’s unexciting expansion
2006 | 345 355 355 365 | 14| gouri Public Service Commission. prospects. Meanwhile, the shares of
%ggg g?g ggg ggg ggg }gg Laclede .se:eks a net revenue increase of Laclede are ranked 5 (Lowest) for Timeli-
2009 | 385 385 85 385 | 154 3{5?.6 million annugl!y, to help offset the ness. ) )
2010 | 305 rising costs of providing natural gas serv- Frederick L. Harris, IT] March 12, 2010

{A) Fiscal year ends Sept. 30th.

@ 2010, Valve Line Publishing,

ations: '08, 94¢. Next earnings report due fate
(B) Based on average shares outstanding thru. | April. (C) Dividends historically paid in early
'97, then diluted. Excludes nonrecurring loss:

January, April, July, and October. » Dividend
‘08, 7¢. Excludes gain from discontinued oper- | reinvestment plan available. (D} Incl. deferred
Inc. All rights reserved. Factual material is obtained from sources believed to be refiable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, This publication is strictly for subscrber’s own, non-comemercial, internal use. No part
of #t may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electonic pubkcauon segvice or product.

charges. In '09: $488.3 mi
{E) In millions.

{F} Qtly. egs. may not sum due to rounding or
change In shares outstanding.

iif., $22.03/sh. Company's Financial Strength B+
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 85

To subscribe call 1-800-833-0046.




Exhibit PMA-1
Schedule 9
Page 12 of 17

© 2010, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be refiable and is provided without waranties of any kind.
THE PUBLISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Thisfu
of & may be reproduced, resald, stored or Uansmitted in any printed, efectronic or other form, or used for

RECENT PE Trailing: 164 )| RELATIVE DD 0/
NEW JERSEY RES- NYSE-NJR PRICE 37-33 RATIO 14-4 (Median:15.0 PIE RATIO 0-85 YLD 3.6 0
High:| 18.3] 198] 217| 224 264 297| 329 354 376 411 424| 386 i
TIMELINESS f: lowered 0909 | [8F| 145| 161| 16| 162| 200| 243| 274| 277| 303| 24%8| 300| 335 Target Price Ranoe
i LEGENDS
SAFETY Reised /15/06 | LEC P Diidends p sh
TECHNICAL 2 Raised 211210 dvided by Interes! Rete &
-+« Relalive Price Strength &0
BETA .65 (1.00=Market} g-{m—% spl?‘ %;gg - ~, 0
7013-15 PROJECTIONS | Oplons: Yes T ~ 10
P G Ana’l‘Total . lhat{iedareq:préotrece;sz%m;) 24012 , Joit] “M’l'””]!‘ml“’m,ul e a0
rice 3in eturn | Latest recession began Loty + .
High 50 (+35%) 11% AT Lkt i 2
IL::Ider4§ecisi(::: L oty (1 e R T AN ' fg
AmMJiASOND] o o e
By O 1 0 0 0 0 0 0 O [teens Tota o'odey B al) . RITN LI79E ST - M Tennd 10
Oglors 00 0 030001 R i SRR IR T -
Sl 000040001 % TOTRETURN 210 [
lnstitulic:nal Decisions | T s%‘ék WA,

Qi 200 30209 A L
oy 87 89 71| et %2 . T ty. 71 dois [*
toSel 88 88 76 | traded 4 N NI I 3y 224 08 [
Hids(tot] 23324 24695 24351 il ] | Syr. 448 304
1994 [ 1995 1996 [ 1997 | 1998 | 1999 2000 [ 2001 [ 2002 [ 2003 | 2004 | 2005 | 2006 {2007 | 2008 [ 2009 {2010 | 2011 | OVALUELINEPUB, INC| 13-15

12811 1136 1348 17.31| 17.73| 2285| 2942 | 5122} 4441} 6229 | 60.89 | 7618 | 7963 | 7262 | 90.74 | 6234 | 6550 | 73.15 |Revenuespersh” 79.55
154| 142 1487 1683| 1740 186 189 212| 214| 238, 250 282| 273 244 3621 316| 350| 375 [“CashFlow" persh 320
84 86 2 890 104 111 120 130 139 159 170} 77| 4871 155 270 240| 260 275 |Earnings persh® 320
68 68 69 Xl 73 75 76 78 .80 83 87 91 86| 101 111 1.24 1.36| 1.45 |Div'ds Decl'd per shCw 1.52
1407 18] 190 146 1o 12 128 110 f02] 114 145] 128 128 | 146 1721 181 180 1.95 Cap'l Spending per sh 200
643| 647 6737 692 726| 757| 820| 880| 71| 1026| 11.25| 10.60 | 1500 | 1550 | 17.28 | 1659 | 17.50 | 17.65 |Book Value persh® 19.45

3803 | 40.03| 4060| 40.23| 4007 | 39.92| 3959 | 4000 4150 | 4085 | 4161 | 4132 | 4144 | 4161 | 42.06 [ 4159] 4200 [ 41.00 |Common Shs Ouist'g® | 40.00
B0 18] 36| 135 B3| ®B2| 147] 4z Wy} 1401 1535 188 161 218 123 ] 149 Bold fighres are |Avg Ann'I FJE Ratio 14.0
85 19 85 18 80 87 .96 13 80 80 81 89 87 1145 74 98 Value|Line Relative PIE Ratio .95
5% 67%| 56%| 53% | 48% | 45% | 44% | 42% | 39% | 37% | 33% | 30% | 32% | 30% | 33% | 35%] ™ |AvgAnn'lDivid Yield 3.8%

CAPITAL STRUCTURE as of 12/31/09 ) 1164.5 | 2048.4 | 1830.8 | 2544.4 | 25336 | 3148.3 | 3200.6 | 3021.8 | 3816.2 | 25925 | 2750 | 3000 |Revenues {$mill) A 3185
Total Debt $665.4 mill. Duein5Yrs $157.7mik. | 479| 593 | 568 | 654 | 76| 744 | 785| 53| #139] 1060| 10| 115 NetProfit (Smil) 125

e mze (T interest $18.8mil.  |7378% | 38.0% | 38.7% | 394% | 30.1% | 01 | 389% | B&% | 378% | 271% | 300% | 35.0% Income Tax Rale 0%

7 Iterest araed: 78, tota ierest coverage:  |_4:1% | 26% | 5% | 26% | 28% | 24% | 24% | 20% | 30% | 39% | 40% | 40% NetProftHarghn 40%

7.5%) 47.0% | 50.1% | 50.6% | 38.1% | 40.3% | 42.0% | 34.8% | 37.3% | 38.5% | 39.8% | 41.5% | 42.0% |Long-Term Debt Ratio 42.5%

Pension Assets-0/08 $100.6 mill. ‘ 52.9% | 49.9% | 40.4% | 61.5% | 59.7% | 58.0% | 65.2% | 62.7% | 61.5% | 60.2% | 58.5% | 58.0% Commeon Equity Ratio 57.5%

Pid Stock N Oblig. $133.8 mill. [ 6204 | 7062 | 7324 | 6768 | 7838 | 7553 | 0540 [ 1028.0 | 11821 | 114481 1260 1250 |Total Capital {$mill} 1350

ock None 7306 | 7439 | 7564 | 8526 | 8804 | 9051 | 9349 | 9709 | 1017.3 | 10644 | 1085| 1100 |Net Plant {$mill) 1150

Common Stock 41,417,220 shs. S0% | 85% | 8.7% | 10.0% | 10.4% | 2% | 8% | 17% | 10.0% | 1% | 8.5% | 10.0% [Return on Total Capl | 10.5%

as of 21210 146% | 14.8% | 15.7% | 15.6% | 15.3% | 17.0% | 126% | 10.4% | 15.7% | 14.6% | 15.0% | 16.0% Return on Shr, Equity 16.5%

MARKET CAP: $1.5 billion (Mid Cap) 146% | 14.9% | 157% | 15.6% | 15.3% | 17.0% | 12.6% | 10.1% | 15.7% | 14.6% | 15.0% | 16.0% |Return on Com Equity 16.5%

CURRENT POSITION 2008 2000 12/31/03 | 54% | 61% | 69% | 7.7% | 78% | 85% | 63% | 36% | 95%| 72%| 7.0%| 7.5% |Retainedto ComEq 8.5%

cadil) 25 362 o3| 0%l S9% | 5% | 51| 40% | 50% | 50% | 6% | 40% | S0%| S2%| 52% ANDIVds o Net Prof 48%

Other 1067.1 _648.0 _777.9 | BUSINESS: New Jersey Resources Corp. is a holding company and electric utility, 3% off-system and capacity release). N.J. Natu-

Current Assets 1108.7 6842 788.2 | providing retailiwholesale energy sves. to customers in New Jersey,  ral Energy subsidiary provides unregulaled relailiwholesale natural

and in states from the Guif Coast to New England, and Canada. gas and related energy svcs. 2009 dep. rate: 2.2%. Has 613 empls.

Accts Payable 617 444 34.8 1 New Jersey Nalural Gas had about 486,529 customers at 9/30/09  Off./dir. own about 1.5% of common (12/09 Proxy). Chrmn., CEO,

Debt Due 2383 1499 2280

‘ X ‘6 | in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal & Pres, : Laurence M. Downes, Inc.: NJ Addr.: 1415 Wyckoff Road,

Qther 5940 o9 gme 2009 vol 133 bilh ft. (5% firm, 95% int tible industrial  Wall, NJ 07719. Tel.: 732-938-1480. Web: j

Current Liab. 8940 5562 6364 volume: itl. cu. ft. (5% firm, 95% interruptible industrial ~ Wall, . Tel.: 732-938-1480. Web: www.njresources.cam.

Fix. Chg. Cov. 780% 711% 700% | New Jersey Resources posted lower- estimate of $2.75 a share.

b;bé?lUAL RAEES ‘F;f;st §’$st Estl’q;g?{;% than-expected top-and bottom-line re- The balance sheet is supportive. Cash

%evaenﬁﬁép:'s) ity aow °fsy | sults for the December interim. Both reserves fell almost 72% during the De-

“Cash Flow" 60% 55% 589 the utility and nonutility operations expe- cember period. This was likely a result of

% % Y op P p Yy

Eamnings 80%  7.5%  6.5% rienced declining revenues. This stemmed stock and debt repurchases. Over that

Dividends 4-504‘ S'Of’ 55(,4’ from lower transportation volumes, and timeframe, the board of directors voted to

Book Value 85% 10.5% 4.5% ; o
- - weak demand as a result of oversupply, increase the existing share-repurchase

Fiscal | QUARTERLY REVENUES (§mill) A | Full | narticularly in the Northeast. However, agreement by two million shares, bringing
ear |Dec.3f Mar3t Jund0 Sep.3o| Nae!

Ends [Dec3t Mard1 Jund0 Sep0| Year | strategic initiatives helped to reduce ex- the total authorization to 8.75 million.

2007 |7374 1029 6622 5932 130218 penses and moderate the effects of Since the inception of the plan in 1996,

%ggg gé}; 1;35 132?1 ggg ggégg diminished volumes on profitability. Those NJR has bought back about 6.5 million

- A : g 91 cost cuts boosted contributions from the shares. Meantime, the company trimmed
%g}? ggga ggg g;g" ggg gggg New Jersey Natural Gas (NJNG) unit. its debt load roughly 4%. This move should
e el And the mid-stream asset division got a help to minimize interest expenses.

Flscal|  EARNINGS PER SHARE AUl | significant boost in earnings, reflecting the These shares may appeal to income-

Ends |Dec.3! Mar3t Jun30 Sep30| Year | commencing of operations at the Steckman seeking accounts, due to a recent divi-

2007 | .70 19 B0 06 | 1557 Ridge facility. Still, coupled with a weak dend hike. Too, the top rank for Safety and

2008 | 131 186 d10 3‘39 2701 showing at the NJR Energy Services unit, high mark for Price Stability will probably

gg?g éé %15 3% d103 %28 the bottom line fell 14.3% during the first appease even the most conservative inves-

2041 00 4% 15 Nl 575 fiscal quarter of 2010. However, tors. However, the recent sideways price

: . - 21 We have left our 2010 earnings es- movement and lackluster earnings figures

Cal- | QUARTERLYDIVIDENDSPAID €« | Full | timate unchanged for the time being. have resulted in a below-average Timeli-

endar {Mar31 Jun.30 Sep.30 Dec3t| Year | Solid contributions from NJING as a result ness rank. Thus, we look for NJR to lag

2006 | 24 24 24 A 96| of new customer accounts (about 1,440 so the broader market in the year ahead.

2007 | 253 253 253 253 | 101| far this year) and benefits from the Steck- Growth in new hook-ups is still positive,

008 4 267 28 28 .8 1111 man Ridge storage facility are anticipated, but is slower than it was during last

009 | 31 3 3t 3t | 124 5 & Y b 8

oo | e . : %1 putting our earnings target within reach. decade’s real estate boom.

’ Also, we have introduced a 2011 share-net Bryan J. Fong March 12, 2010
(A) Fiscal year ends Sept. 30th. (C) Dividends historically paid in eary January, | million, $9.21/share. Company's Financial Strength A
(B) Dituted earnings. Qily egs may not surm to | April, July, and October. » Dividend reinvest- | {E} In millions, adjusted for spits. Stock’s Price Stability 100
total due to change in shares outstanding. Next | ment plan available. {F} Restated. Price Growth Persistence 65
eamings report due late April. (D) Includes regulatory assets in 2008: $391.0 Earnings Predictability 45

biication is strictly for subscriber’s own, non-commercial, internal use. No pan
genefaling or marketing any printed or electronic publication, service o product.
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H RECENT Trailing: 16.6 )| RELATIVE DIV'D 0/
N.W, NAT'L GAS wvse.um AT 45,85 o 17.0 (i )R 1.00P% 3%
TmenEss 4 ez | FOY) 5021 781 5391 5311 03| HE| B8 BF| 8| F7| F7| &4 Target Price Range
SAFENY 1 résedytns [ LEGENDS 120
TECHNICAL 2 Rasetiong |, duded b Jg;efse‘;grggge 10
BETA 60 {1.00=Marke) OhGgZd Yes 64
20T PROJECTONS LAt rcesso begn 1907 PRSI CECERE SRS M EEEDE CE 48
| Total T e
i 8 f+zo°/.'3 3 L Y O = i K A 2
Insider Decisions A e : 2
AMJJASOND| 6
By 006000000 4] p L saernlMhet |t 12
Opions 0 0 000000 2] | [ < msel 4 P T
Sdl_0 11120023 %TOT.RETURN 2110 | 8
Institutional Decisions THIS  VLARITH.
; STOCK  MDEX
1o By e s Feroent 18 ——hr 1y, 115 1018 [
1o Self 93 89 82| traded 5 " e Lo EHAN T THHT TSI dyr. 104 08 [
Hds{iy 15126 15387 15134 1T TR, TR SRR R Sy. 441 304
1994 [1995] 1996 | 1997 | 1998 [ 1999 2000 [ 2001 [ 2002 [ 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | ©VALUELINE PUB, INC| 13-15
18301 16.02| 1686 1582 16.77| 1847| 21.09| 2578 | 25.07 | 2357 | 25.69 | 3301 | 37.20 | 3343 | 39.46| 3818 35.85| 35.55 Revenues persh 48.20
350] 341 386 372| 3241 372| 368| 386 365| 385 | 392| 434 476] 54 531] 5427 525| 545|"“CashFlow" persh 640
163 161 197| 76| 1027 170| 78| 488| 162 76| 186 24| 235| 276( 257| 277| 280| 295 Eamingspersh A 3.50
1471 4481 120 124 122| 123| 124 125, 426 127 130 132 138 14 1521 160| 1.68| 1.78 Divids Decl'd persh Ba 216
423 302] 310 507| 402| 478 346| 323| 31| 490 552| 348 356 | 448 382 509] 7.70] 6.20 [Cap’l Spending per sh 4.50
1363 1455| 15371 16.02| 1659 | 17421 17.93| 1856 | 18.88 | 1952 | 2064 | 2128 | 2201 | 2252 | 2371 | 24.88| 2610 27.45 |Book Value persh 3175
2013 | 22.04 | 2256| 22.86| 24.85| 25.00| 2523 | 2523 | 2559 | 2594 | 2755 | 2758 | 2724 | 2641 | 2650 | 2653 | 26.60 | 26,60 [Common Shs Quist'g C | 28.00
1307 128 17| 14| 267 145 124 128 f72] 18] 67| 170 158 167 8.1 180} Botd fighres are |Avg Ann'] PIE Ratio 170
85 86 13 831 139 83 81 86 84 .80 .88 81 86 89 1.08]| 1.02| \Velueline |Relative PIE Ratio 115
55% | 57% | 52% | 48% | 45% | 50%| 56% | 54% | 45% | 46% | 42% | 37% | 37% | 34% | 33% | 37% | S |AvgAnniDivdYield | 2.6%
CAPITAL STRUCTURE as of 12/31/09 5324 | 6503 | 6414 | 61131 7076 | 910510132 | 10332 | 1037.9 | 10127 950 | 1025 |Revenues ($mill) 1350
Total Debt $738.7 mill. Due in 5 Yrs $145 mill 478| 502| 438| 460 508 581 652 7451 685 735 745| 80.0 |NetProfit ($mill) 98.0
LT Debt $601.7 mill. LT Interest $34.0mil.  |"35qy 35 4%, | 34.9% | 33.0% | 344% | 36.0% | 36.3% | 37.2% | 30.9% | 3.3% | 37.0% | 37.0% |Income Tax Rale 31.0%
(Tolalinterest coverage: 3.9%) 90% | 70% | 68% | 75% | 74% | 64% | 64% | 72% | 66%| 70% | 7.9% | 78% NetProfitargn | 7.3%
45.1% | 43.0% | 47.6% | 49.7% | 46.0% | 47.0% | 46.3% | 46.3% | 44.9% | 47.7% | §0% | 51% |Long-Term Debt Ratio 50%
Pension Assets-12/08 $201 mil. 50.9% | 53.2% | 51.5% | 50.3% | 54.0% | 53.0% | 63.7% | 53.7% | 55.1% | 52.3% | 50% | 48% {Common Equity Ratio 50%
Oblig. $308 mill. 887.8 | 8805 | 937.3 [ 1006.6 | 10525 | 11084 | 11165 | 1106.8 | 11404 | 1261.8 | 1400 [ 1500 | Total Capital ($mill) 1800
Pid Stock None 9340 | 9650 | 9055 | 12059 | 13184 | 13734 | 14251 | 14959 | 1549.1 | 1670.4 | 1800 | 1900 |Net Plant ($mill 2200
Common Stock 26,533,026 shaes 67% | 69% | 59% | 6.7% | 59% | 65% | 7% | 85% | 7.0% | 70%| 8.0%| 8.0% [RetumonTotalCapl | 80%
a5 of 212310 98% | 10.0% | B9% | 9.1% | 89% | 99% |108% | 125% | 10.9% | 14.4% | 11.0% | 10.0% [RetumonShr.Equiy | 92.0%
MARKET CAP $1.2 billion (Mid Cap) 10.0% | 102% | 85% | 9.0% | 89% | 9.9% | 10.9% | 12.5% | 10.9% | 11.1% | 11.0% | 11.0% |Return on Com Equity 9.0%
34% | 35% | 18% | 26% | 27% | 37% | 45% | 6.0% | 45% | 47% | 45%| 4.5% |Retained toCom Eq 3.5%
CURSIEELNLT POSITION 2007 2008 2008 | 70% | 67% | 79% | T2% | 69% | 63% | 59% | 2% 53% § 58% | 60% | 60% |All Divids to Net Prof 62%
Cas(h Ass:.)ets 6.1 6.9 8.4 | BUSINESS: Northwest Nalural Gas Co. distributes natural gas to  Owns focal underground storage. Rev. breakdown: residential,
Other 2688 _474.1 319.81 90 communities, 668,000 customers, in Oregon {90% of customers)  57%; commercial, 26%; industrial, gas transpertation, and other,
Current Assets 2749 4810 3282 and in southwest Washington state. Principal cities served: Portland  17%. Employs 1,061. Barclays Global owns 6.6% of shares; of-
Accls Payable 1197 944 1237 | and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill.  ficers and directars, 1.4% (4/09 proxy). CEO: Gregg S, Kantor. Inc.:
8?#;0”5 122} gggg 1%8 {77% in OR). Company buys gas supply from Canadian and U.S. Oregon. Address: 220 NW 2nd Ave,, Porland, OR 97209, Tele-
Current Liab. ~380.9 —3‘57—3 39216 producers; has transportation rights on Northwest Pipefine system.  phone: 503-226-4211. Internet: wwaw.nwnatural.com.
Fx. Chg. Cov. 408% 393% 395% | Northwest Natural's 2009 results Steady growth is likely next year. We
ANNUALRATES Past  Past Est'd'06-08| reflected some unusual items. The expect the recovery in customer growth
of change (persh) 0 ¥rs. 5 ¥rs. (0’13‘;1/5 company earned $15 million pretax from and industrial gas use to continue, Polls
Ré;/:{]\%?gw” 35@//: ggo//: gg%': its commodity cost-sharing arrangement indicate that gas is favored over electricity
Eamings 50% 80% 50% | in Oregon, under which Northwest retains for home heating by a three to one margin
Dividends 20% 30% 60% | some of the difference between actual and in Portland, and returning prosperity
Book Value 35% 35% 80% | forecast gas costs, with the majority going should increase conversions to gas from
Cal- | QUARTERLY REVENUES {§ mill) Full | to the rate payers. That windfall was par- other fuels. Costs should remain moderate,
endar |Mar31 Jun30 Sep30 Dec3t| Year| tially offset by higher pension, healthcare, as last year’s new union contract provides
2007 [394.1 1832 1242 3317 110332 incentive bonus, and severance costs. Cus- for more workforce flexibility and caps
2008 {387.7 1913 1087 3492 [1037.9| tomer growth was just below 1% last year, payroll and healthcare costs at 3% annual-
2000 4373 1493 1168 3003 |10127| compared with an average of around 3% ly depending on inflation. Finally, the Gill
2010 |375 135 110 330 | 950 | apnually for many years through 2007, as Ranch gas storage project in California is
201 |400 145 125 355 {1025 | the recession flattened housing starts. All scheduled to open late this year and ought
cal- EARNINGS PER SHARE A Full | told, earnings would have been around to contribute to results in 2011,
endar |Mar31 Jun30 Sep30 Dec.3t] Year | $2.60-$2.65 a share in 2009, excluding the A new pipeline could boost earnings
2007 | 177 40 d22 141 | 276| unususal items. noticeably by 2013-2015. Northwest
2008 | 162 .08 d38 125 | 257| We anticipate a normal year in 2010. owns half of the proposed Palomar
2009 | 172 42 d25 118 | 277| Thanks to much-lower natural gas prices, pipeline, which would provide Portland a
2010 v 170 1 d29 128 | 280| Northwest is lowering its residential gas needed second source of gas. If both halves
01 | 177 M1 d27 134 | 265 prices by around 10% this year. That and are built, the company’s investment would
Cal- | QUARTERLYDIVIDENDSPADBm | ryll | the incipient economic recovery should be around $400 million. Though that
endar [Mar31 Jun30 Sep30 Dec3i] Year | produce better customer growth than in would entail raising some equity, it would
2006 | 345 345 345 35 | 1.39] 2009. Operating costs should remain mod- lift earnings beyond our forecast, which
2007 | 355 355 365 375 | 1441 erate, owing to a roughly 20% headcount excludes the project for now.
2008 | 375 3715 375 395 | 152) reduction since 2005. Pension and bonus These high-quality shares offer good
2009 | 395 395 395 415 | 160| expenses should decline, unless the latter risk adjusted total-return potential.
2010 | 415 rises due to a very good year. Sigourney B. Romaine March 12, 2010

(A) Diluted earnings per share Exc!udes non-
recurring items: 98, $0.15;

(B} Dividends historically paid in mid-February, | {C) in millions, adjusted for split.
0, $0.11; '06, | May, August, and November.

($0.06), '08, {80. 03) ‘09, 6¢ Next earnings | m Dividend reinvestment plan available.
report due eaﬂy May.
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CURRENT POSITION 2007
(SMILL)

2008 10/31/09

H RECENT PE Trailing: 15.8 \| RELATIVE DIVD 0/
PIEDMONT NAT . NYSE-pNY |PRICE 26.38 RATIO 16.0 Median: 17.0 /| PIE RATIO 0.94 Yo 4.2 0
. High: 18.3 19,7 18.0 19.0| 220| 243 258} 284 280 353 320 274 {
meuness 3 rieons | OV 133) 19F) 138| 139| Ta8| o3| B3| B3| 85| X7 %7 e Target Price Range
SAFETY 2 NewTone LEGENDS
—— 1.40 x Dividends p sh 8
TECHNICAL 2 Raised 21210 ided by nterest Rate
- .. Relative Price Stength 60
BETA .65 (1.00 = Market) (25(%(-1 spvﬁt 1104 Y 2
201315 PROJECTIONS aded area: pror recession G -1 40
. . Anp’l Total| Latest recession began 12/07 m
Price  Gain  Return i PR T 30
fion 40 (a0 5% T i R P %
low 30 (+15%) 8% — _ rethasn! 20
Insider Decisions Lttt '!““' " 15
AMJJIASOND e i
By 000000000 Ld . 10
Oplions 0 0 0000000 NI DTt N el X N .
wSel 000000000 * E e TR S %TOT.RETURN 210 |
institutional Decisions l l ” ' l ' S VLARITH.
000 008 088 | percent 7.5 . . Al SIOCK  WOEX |
bhy 7578 78| hores 5 i ,Mm e, Fr | o b
10§ 1 ) ! 8
}:ld’se(ﬂoﬂ) 34617 33567 ssage | Ud 28 IR il M‘ TR Sy 34t 30.1
15941995 1996 | 1997 | 1998 | 1999 2000 | 2001 | 2002 [ 2003 | 2004 | 2005 | 2006 |2007 | 2008 | 2009 | 2010 | 2011 | ©VALUELINE PUB, INC] 13-15
1082] 876| 1150 12841 1245 1097] 1301| 17.06| 1257 | 1844 | 1995 | 2296 | 2580 | 2337 | 2852| 2236 | 2260| 24.50 {Revenues pershA 27.75
143 125| 149] 1e2| 72| t70| 177] st| 18t 204| 231 243 | 25¢| 264| 277) 301| 290| 2.95|“Cash Flow” persh 325
68| 73| s4| 3| e8| 83 10t 101| 95| 440] 27| 132| 128| 140| 149| 467| 165, 170 [Earnings pershAs 195
s sl 57| st| e4| e8] 2| 8| 80 82) 85| o1 95| 99| 403| 107| 111| 115 |DivdsDecldpershSs | 127
T85] 172 TeA|ThZ[ 148| 158] 165| 128| | TA6] 185 | 250 274 18| Z4AT| 176| 65| .55 |CaplSpendngpersh | 145
568| 646 653| 695 745] 786| 826| 863 | 891| 93| 1115 | 1153 | 183 | 1199 | 1241| 1267 | 12.95| 13.40 |Book Value persh? 14.70
55457 5767 5010 60.39| G148 | 6250| 6383 | G403 645 | 6731 | 7667 | 76.70 | 7461 | 7323 | 1306 | 7327 | 7200 7150 |Common Shs OulsTgE | 69.00
BT T38| 38| 16| 83| 77| 13| 67| 184 67| 66| 17§ | 192 187 | 82| 154 | Botd fighres are |Avg ANNIPIE Ralio 780
103 @) 87| 78 85| 101 83| 8| 10t 85| 88| 95| 104| 99| 4.10| A102| Veeltine |Relative PIE Ratio 150
A8% | 54%| 49% | 48% | 40% | 49% | 5.0% | 45% | 46% | 44% | 41% | 38% | 39% | 38% | 38% | 41% | ="' |AvgAnwIDivid Yield 3.3%
CAPITAL STRUGTURE as of 10/31/09 _ B304 | 1107.9 | 8320 | 1220.8 | 1529.7 | 176%.1 | 19246 | 17113 | 2089.1 | 16381 | 1700] 1750 [Revenues ($mil) A 1915
Total Debt $1098.5 mill. Duein 5 Yrs $220.0mil. | g0 | 655| 622 744 952 1013 | 972 | 1044 | 110.0| 1208 19| 120 |Net Profit (Smill 135
(LJT?:1‘;§§;3;§“':$'!~4 1XF&{2}§;§;ff;l;fa‘"'e, 347% | 345% | 33.0% | 348% | 354% | 33.0% | 342% | 33.0% | 36.3% | 28.5% | 35.0% | 35.0% |income Tax Rate 0%
55%) S ge: 77% | 59% | 75% | 61% | 62% | 58% | 50% | 6.4% | 53% | 7.5% | 7.0% | 7.0% INetProfit Margin 7.0%
T6.1% | 476% | 43.0% | 42.2% | 43.6% | 414% | 48.3% | 4B.4% | 47.0% | 44.1% | 44.5% | 45.5% |Long-Term DebiRatio | 47.0%
4 53.9% | 52.4% | 56.1% | 57.8% | 56.4% | 56.6% | 51.7% | 51.6% | 528% | 55.9% | 55.5% | 54.5% |Common Equity Ratio | 53.0%
Pension Assets-10109 $184.3 mil. {79784 | 10694 | 10516 | 10802 | 15149 | 1508.2 | 17079 | 17033 | 16815 | 16605 | 1680 | 1760 |Total Capital (sl 1915
Oblig. $195.3mill. | 40750 | 14447 | 11585 | 18123 | 18498 | 19394 | 20753 | 21415 | 2240.8 | 23044 | 2350 | 2375 |Net Plant ($mil) 2450
PR Stock None B3% | 7.0% | 78% | B56% | 18% | 8.2% | 7.0% | T8% | 8.2% | 9.1% | 85% | 8.5% [Relurnon Total Capl 8.5%
124% | 10.7% | 106% | 118% | 11.4% | 11.5% | 14.0% | 11.9% | 12.4% | 13.2% | 13.0% | 12.5% |Return on Shr. Equity | 13.0%
Common Stock 73,295,803 shs. 12.4% 1 17% | 106% | 11.8% | 141% | 11.5% | 14.0% | 11.0% | 124% | 13.2% | 13.0% | 12.5% Refurnon Com Equity | 13.0%
asof 2MI03 35% | 3.0% | 1.7% | 3.4% | 3.7% | 36% | 2.6% | 35% | 38% | 48% | 40% | 4.0% [RetainedtoComEq 5.0%
MARKET CAP: $19 billion (Mid Cap) TI% | T5% | 83% | 74% | 6% | 68% | 74% | 70% | 69% | 64% | 67% | 67% |AllDiv'ds to Net Prof 65%

BUSINESS: Piedmont Natural Gas Company is primarly a regu-
fated natural gas distributor, serving over 952,468 customers in
North Carofina, South Carolina, and Tennessee. 2009 revenue mix:
residential {48%), commercial {28%), industriat (8%), other (16%).
Principal suppliers: Transco and Tennessee Pipeline. Gas costs:
65.7% of revenues, ‘09 deprec. rate: 3.4%. Estimated plant age:

8.4 years. Non-regulated operations: sale of gas-powered heating
equipment; natural gas brokering; propane sales. Has about 1,821
employees. Officers & directors own about 1.3% of common stock
{110 proxy). Chairman, CEO, & President: Thomas E. Skains. Inc.:
NC. Address: 4720 Piedmont Row Drive, Charlotte, NC 28210, Tel-
ephone: 704-364-3120. Internet: www.piedmontng.com.

Cash Assets 1.5 7.0 7.6
Other 4278 5938 5058
Current Assets 4353 6008 5132
Accts Payable 1436 1323 1154
Debt Due 1950 4365  366.0
Other 858 1127 _118.8
Current Liab. 4245 6815 6002
Fix. Chg. Cov. 309% 341% 316%
ANNUAL RATES  Past Past Est'd’07-09
of change {persh)  10Yrs. 5Yrs.  to'i3'5
Revenues 75%  8.0% 2.0%
"Cash Flow" 55%  6.5% 2.5%
Eamings 50% 8.5% 4.0%
Dividends 50% 4.5% 3.5%
Book Value 5.0% 4.5% 3.0%
Fiscal | QUARTERLY REVENUES (§ mill) A FF“" )
Sear 1Jan3t Apr30 Jul3t Oct31| ‘Year
2007 |677.2 5315 2244 2782 (17113
2008 17885 6342 3547 3.7 (20881
2009 |7796 4554 1803 2228 |1638.1
2010 |795 470 195 240 [1700
2011 |805 480 210 255 [1750
Fiscal EARNINGS PER SHARE A B F';U" |
2230 [Jan3t Apr30 Jul3l Oct31] 'veer
2007 94 89 d12 4t 1.40
2008 | 1.12 66 d10  d18 149
2009 | 110 J3 410 d.08 1.67
2610 | 115 75 di10 di1s 1.65
2011 | 116 J7 d09  di4 1.70
Cal- | QUARTERLY DIVIDENDS PAID C= Full
endar {Mar.31 JunJ0 Sep.30 Dec.31| Year
2006 | 23 .24 24 24 85
2007 | 24 .25 25 25 89
2008 | 25 26 26 28 1.03
2009 | 28 27 21 21 107
2010 | 27

Piedmont Natural Gas likely posted a
modest earnings advance for the first
quarter of fiscal 2010 (ended January
31st). The company was expected to issue
financial results shortly after this report
went to press. Top line volumes probably
advanced in the low single-digit range,
thanks to additional customer accounts,
and a firming up in natural gas pricing.
Meantime, system throughput ought to
have advanced a couple of percentage
points as a result of colder-than-normal
weather patterns. Margins likely contin-
ued to benefit from last year's rate-case in-
creases in North Carolina and lower oper-
ations and maintenance expenses. On bal-
ance, profits probably rose approximately
5% over that time frame. However,

We trimmed $0.20 off our 2010 share-
net estimate. PNY has proposed rate re-
ductions for customers in North and South
Carolina, due to the declining cost of
wholesale gas prices. The proposal would
lower residential billing rates in each state
by roughly 5%. If it is passed, the new
rates will have gone into effect on March
I1st. Meantime, diminished contributions
from the Southstar divestiture are also

factored into our reduced estimates.

The company sold half of its South-
star Energy holdings. PNY received
$57.5 million ($0.42 a share) from AGL
Resources for a 15% stake in Southstar.
That deal closed during the January inter-
im and should provide a nice boost to cash.
The downside is that earnings contribu-
tions from those holdings were starting to
pick up, but due to the diminished stake,
will now fall by roughly 50%.

We have introduced our 2011 revenue
and earnings estimates of $1.75 billion
and $1.70 a share, respectively. Contin-
ued growth in customer accounts, and the
benefits from existing joint ventures
should all contribute to the anticipated
rebound in the top and bottom lines.
These neutrally ranked shares may
appeal to income-oriented accounts.
The equity offers a decent dividend yield,
when compared to other utilities covered
in the \alue Line Investment Survey.
Meantime, solid dividend-growth pros-
pects, an Above-Average Safety rank (2),
and a top mark for Price Stability (100)

are all pluses.
Bryan J. Fong March 12, 2010

18} o

‘00, 8¢.
Next ea

Fiscal year ends October 31st.

ted eamnings. Excl. extraordinary item:
Excl. nonrecurring charge: ‘97, 2¢.
rnings report due early May. Quarters

may not add to totaf due to change in shares
outstanding.

(C) Dividends historically paid mid-January,
April, July, October.

million, 43¢/share.

= Div'd reinvest. plan available; 5% discount.
{D} Includes deferred charges. in 2009: $31.6

{E} In millions, adjusted for stock split.
© 2010, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be refiable and is provided withowt warranties of any kind.
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RECENT PE Tralling: 17.0'}| RELATIVE OVD 0/
SOUTH JERSEY INDS. wysess 58" 40490 15.7 Calr )iends 0.921% 3.3% il |
weumess 3 weeten | v 184) I81) 1191 183) 23| 83| 8| H3| H3| 23| 85| ¥3 Target Price Range
SAFETY 2 lowesd it | LEGENDS
— 1.10 x Dividends p sh
TECHNICAL 2 Raised 21810 divided by Interes Rete &
-+« Relative Price Strength 2 far. 60
BETA .60 (100 = Marke) 2lor-1 spit 7105 ALk S O R IS IS N N LS LY ECTLT 60
[ 207315 PROJECTIONS | “Bhackis rea i recession ' . 0
N . Ann'l Total | Latest recession began 1207 TEE R N AT 'l'"—'”ﬁ [ASKTRTY Ak B 0
W S8 (3R 1% - L ! 2
B R = S—— 2
Insider Decisions e P51 LI LTI Y il 15
At JJASOND yEE T ' o
By 000000000, : e 10
Options 0 0 0 0 0 0 0 0 0| wwrset b wvewere, ] mmil T e L e b e g
Sl 012020003 = S v . . : % TOT.RETURNZD |0
Institutional Decisions | S}glgt( Vﬁt?ukzl}(“‘
toBuy e s Percent 18 A Tt ty. 145 1018 [
to Sel 70 78 72| waded 5 : y ; %{m T 3y 287 08 [
Hids(i09) 16545 15858 15611 el tladeba 0 T ([N Sy 6868 304
1594 1 1995 ] 1996 | 1997 | 1998 | 1999 ] 2000 [ 2001 [ 2002 [ 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | ©VALUE LINE PUB,, INC, 13-15
1745 1650 16521 1648 20.89) 17.60| 2243 3530 | 2069 | 2634 | 2051 | 3178 31.76 | 3230 | 3238 | 2837 | 31.45| 3280 |Revenues persh 3715
135] 165| 1.54| 160 144 184| 195| 180 212| 224| 244 28 351 | 320 348| 344 360| 3.0 |“GashFiow" persh 445
61 83 85 .86 B4 1.01 108 15| 22| 437 158 | 71| 246 209 227) 238| 265 280 Eamingspersh A 3.30
12 12 12 12 72 12 73 14 .75 78 .82 88 92| 10 111 1.22 134 140 |Div'ds Decl'd persh Bw 1.60
193] 208| 201 230] 306| 219] 22 2827 34T| 238] 267 32 251 1.88 2081 3657 240| 250 |Cap'l Spending persh 285
7231 734 803 643] 623| 674 725) 781 967 | 1126 | 1241 1350 | 1541 | 1625 | 17.33| 1827 | 19.35| 20.00 |Book Valug persh® 22.85
ST43| 2044 | 2751 | 2154 | 2156 | 22.30] 23.00 | 23.72 | 2441 | 2646 | 21.76 | 2898 | 29.33 | 2961 | 20731 2080 31.00 [ 3200 |Common Shs Outst'g | 35.00
16,1 22| 133| 18| 212 133] 130] 136] 135 133] 144 166 1187 172 18871 150 | Bold riglres are |Avg Ann'I PIE Ratio 140
1.08 82 83 80 110 16 .85 78 4 78 74 .88 B4 81 96 .99 ValueiLine | Relative PIE Ratio .95
74% | 72% | 64% | 6% | 53% | 54%| 52% | 47% | 46% | 43% | 37% | 30% | 32% | 28% | 31% | 34% | P |AvgAnnDivd Yield 3.5%
CAPITAL STRUCTURE as of 12/31/09 5159 | 837.3 | 5054 | 6968 | B19.1 | 9210 | 9314 | 9564 | 9620 8454 975 | 1050 |Revenues ($milf) 1300
Total Debt $544 5 mil. Duein 5Yrs$1132mil. | 247| 268 204| 346| 430| 485| 720 | 68| 677 744| 800| 80.0 |NetProfit (Smil) 15
LT Debt $312.8 mil ,'579'")‘”“‘51&0 mil g3 1% [ 422% | 414% | 406% | 40.0% | A15% | 413% | 41.9% | 47T% | 36.1% | 40.0% | 40.0% Income Tax Rate 400%
(Totalinterest coverage: 5.5 48% | 32% | 58% | 50% | 52% | 53% | 77% | 65% | 7.0% | 84% | 82%| 8.6% NetProfit Margin 8.8%
54.1% | 57.0% | 53.6% | 50.8% | 48.7% | 44.9% | 44.7% | 42.7% | 39.2% | 36.5% | 40.0% | 40.0% [Long-Term Debt Ratio 385%
Pension Assets-12/09 $105.9 mill. 376% | 35.9% | 46.1% | 49.0% | 51.0% | 55.1% | 55.3% | 57.3% | 60.8% | 63.5% | 60.0% | 60.0% |Common Equity Ratio 61.5%
Oblig. $148.0 mill. I 4435 | 5162 | 5125 | 6084 | 6750 | 7103 | 801.1| 839.0 | 848.0| 8574 | 1006| 1065 |Total Capital (Smill 1300
Pfd Stock none 562.2 | 607.0 | 6665 | 7483 | 7999 | 8773 | 9200 | 9489 | 982610734 | 1075 | 1110 |Net Plant ($mill 1300
Common Stock 20,612,932 cormmon shs. TA% | 69% | T6% | 73% | 19% | 83% | 101% | 86% | 89%| 0.2% | 90% | 95% [ReimonTotalCapl | 93%
as of 2122110 124% | 12.1% | 124% | 11.5% | 124% | 12.4% | 16.3% | 128% | 13.1% | 131% | 13.5% | 14.0% |Return on Shr. Equity 14.5%
14.8% | 12.8% | 125% | 11.6% | 12.5% | 124% | 16.3% | 12.8% | 13.1% | 13.4% | 13.5% | 14.0% |Return on Com Equity 14.5%
MARKET CAP: $1.2 billion {Mid Cap} 48% | 35% | 47% | 50% 1 50% | 62% | 102% | 6.1% | 6% | 64% | 6.5%| 17.0% Retainedto ComEq 7.5%
CUR&E&T POSITION 2007 2008 12/31/03 67% | 6% | 62%h | 7% | 52% | 50% | 37% | 48% 49% | 51% | 52% | 50% |All Div'ds to Net Prof 45%
Cas(h Asé)ets 1.7 5.8 3.8 | BUSINESS: South Jersey Industries, Inc. is a holding company. Its  include: South Jersey Energy, South Jersey Resources Graup,
Other 316.6 4293 _364.6 | subsidiary, South Jersey Gas Co, disiributes natural gas to Marina Energy, and South Jersey Energy Service Plus. Has 602
Current Assets 3283 4351 3684 | 340,136 customers in New Jersey's southem counties, which employees. Off/dir. control 1.0% of com. shares; Barclays, 7.5%;
Accts Payable 1012 1202 123.9 | covers about 2,500 square miles and includes Atlantic City. Gas  Keeley Asset Management, 5.6% (3/08 proxy). Chrmn. & CEO: Ed-
8‘3?;‘3“ %gf} ﬁg? %g%; revenue mix '08: residential, 46%; commercial, 23%; cogeneration  ward Graham. Incarp.: NJ. Address: 1 South Jersey Plaza, Folsom,
Current Liab. 3983 4990 478.8 and electric generation, 6%; industrial, 25%. Non-ulility operations ~ NJ 08037. Tel.: 609-561-8000. Internet: vaww.sjindustries.com.
Fix. Chg. Cov, 476% _598% 585% | South Jersey Industries should con- ket pricing. In addition, this unit ought to
ANNUALRATES Past  Past Estd'06-08| tinue to report healthy results going benefit from its position in the Marcellus
ofchange(persh}  10¥rs,  5¥is. 10’345 | forward. The company appears well- Shale acreage. Leaseholder St. Mary Land
Bg;’;’f’:‘l‘:?gwn g‘goﬁ’ 18‘802’ f‘g‘y/: positioned in the markets that it serves. & Exploration Company has already
Eamings 118% 130% 55% | Revenues and share earnings should ad- drilled two wells on SJI's property, and ex-
Dividends 35%  80%  65% | vance at a good clip for 2010 and 2011. pects to drill two more in 2010. The com-
Book Value 90% 11.0% 50% | (iility South Jersey Gas continues to pany expects to begin recognizing a royalty
Cal- | QUARTERLY REVENUES (§ mill) Full | experience modest growth in its cus- and working interest revenue stream from
endar |Mar31 Jun.30 Sep.30 Decd!| Year | tomer base, despite softness in the hous- these wells in the current year.
2007 |3684 1717 1562 2601 | 9564 | ing construction market. Natural gas South Jersey Gas is seeking higher
2008 {3484 1358 2104 2677 | 9620 | remains very popular in its service terri- rates. The utility petitioned the New Jer-
2009 {3622 1345 1271 2216 | 8454 | tory. Much of the recent growth can be at- sey Board of Public Utilities for a $35 mil-
2010 |400 150 140 285 | 975 | {ributed to conversions to natural gas from lon increase (roughly 7%) in operating
2011 (420 160 160 310 11050 | iher fuel sources. SIG's recent gas main revenues. This marks SJG's first base rate
cal- EARNINGS PER SHARE A Full | extension project in Cape May County, as filing in seven years. The company cited
endar {Mar31 Jun30 Sep30 Dec3i| Year | well as aggressive marketing efforts in the need to recover infrastructure invest-
2007 | 130 21 d05 83 | 209| other parts of its service territory without ments of $466 million made over the past
2008 | 132 26 04 67 | 227| natural gas service, have been well six years. Any increase would not become
2009 | 146 45 d06 83 | 238] received. As a result, the utility expects to effective until late 2010.
2010+ 145 .20 10 90 4 265{ add over 3,000 customers from conversions These neutrally ranked shares don’t
01 | 150 28 A0 .95 | 280} 4y year. Elsewhere, stand out at present. The issue earns
Cal- | QUARTERLYDIIDENDSPADEw | pull | Performance from the company's high marks for Safety, Price Stability, and
endar {Mar3{ Jun.30 Sep.d0 Dec3t| Year | Wholesale Energy business should Earnings Predictability. But it offers below
2006 | -- 225 225 410 92| also remain solid. It currently has sig- average, though fairly well-defined, total-
2007 | -- 245 245 515 | 1.01| nificant gas storage capacity and pipeline return potential for the coming years,
2008 | -- 210 270 568 | 1.11| capacity under management, both of which based on the modest bottom-line growth
2009 | -- 208 298 628 | 1.22| afford opportunities to lock in attractive we envision to 2013-2015.
2010 | -- margins resulting from volatility in mar- Adichael Napoli, CFA March 12, 2010

(A) Based on GAAP EPS through 2006, eco-
nomic eamings thereafter. GAAP EPS: '07,
$2.10; '08, $2.58. Excl. nonrecur. gain (loss):

01, $0.
@ 2010,

THE PUBLISHER S NOT RE:

13; '08, $0.31. Excl gain {losses) from
Value Line Pubfsshiné;.

discont. aps.: '99, ($0.02); ‘00, {§0.04); '01,

($0.02); '02, {$0.04); '03, ($0.09); "0, {$0.02);
08, {80.02); '07, $0.01. Earnings may not sum | (C) Incl. regulatory assets. in 2008: $270.4
due to rounding. Next egs. report due in May.

Inc. All fights reserved. Factual material is obtained from sources believed to be reliable and is provided without watranties of any kind.
ONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored of ransmitted in any printed, efectronic or other form, of used for generating or marketing any printed o efectionic publication, service of product.

(B) Div'ds paid early Apr., Jul,, Oct,, and late
Dec, = Div. reinvest. plan avail.

mill., $9.10 per shr. {D) In millions, adj. for split.

Company's Financial Strength B+t
Stock’s Price Stability 100
Price Growth Persistence 0

Earnings Predictability 85
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RECENT PIE Traling: 14.3 )| RELATIVE DIVD (y
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2 g T e P 8
TECHNICAL £ Resed2zgn0 | Gided by interest Rate eo
|BETA J5 (100-Marke) | OpfonsiVes ; 50
TSFEPROJECTIONS, | ot rcessio segon 1207 N SN SN RPN S — w0
Price  Gain  Return L . VO " 30
" o ALY — v e | LU g LV AL R PO [ 2%
insider Decisions . i """~_ " ! 15
AMJJASONDE ‘ o et
By 00 000Q0CO00 e "
Options 0 0 0000022 OIS PYTERCLN L 75
sl _00 1031133 %TOT.RETURN 2110 |
institutional Decisions THIS  VLARITH.
102003 2Q2008  3Q2003 el . STOCK MNDEX |
10 Buy 53 g 73| oeent 2 T ARIAN f. w25 dots
{o Sell 1 71 68 = yT. -14.] . R
Howse(ooe) 32859 32802 33100 traded 8 | | Sy 334 301
1994 | 19951996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 2010 | 2011 | ©VALUELINE PUB, INC/13-15
28461 23.03| 2409| 2673 3047 | 3024 3261 | 4298 | 3968 | 3596 | 4044 | 4359 4295 4470 [Revenues per sh 56.00
500| 265 300| 385! 448 4450 457 4790 507 541} 557 520 640! 6.80 |“Cash Flow” persh 7.50
122 0| 25 77| 85| 27| 21| 445 148| 443 | 186 125 205] 2.20 |Earnings pershA 2.65
80| 82| 82| 2| 82| 82| 82| 82| 82| 82| 82| 8 1.00|  1.05 [Div'ds Decl'd persh Baf|  1.20
664|679 89| 6.13| 640| 741| 704| 837| 850| 703| 823 749 565 | 6.40 |CapTSpending per sh 3.50
16.38| 1455| 14201 14.00| 1567 1631| 1682 1727 17.91| 1842 | 1948 | 18.40 2610 | 27.65 |Book Value per sh 30.00
7128 2447| 2673| 21.39| 3041 | 30.899| 3171 3243 3329 | 3423 | 36./9 | 39.33 45.00 | 47.00 [Common Shs Outstg © | 50.00
O NNF|ORMFT 244 1327 284 160 190 198 182 143 206 i } 7 | Bold fighres are | Avg Ann'l PIE Ratio 150
92| NMF| NMF{ 139| 88| 120| 04| 97| 109| 109 76| 110] 86| 82| 122y 80| Velueline Relative PIE Ratio 1.00
47% | 54% ] 47% ] 44% | 38% | 31% | 42% | 38% | 36% | 38% | 3.5% | 32% | 26% | 26% | 32% | 4.0% estimates Avg Ann'l Div'd Yield 3.0%
CAPITAL STRUCTURE as of 12/31/09 10341 | 1396.7 | 1320.8 | 1231.0 | 14779 | 17143 | 2024.7 | 21524 | 21447 | 18938 | 1975| 2100 |Revenues {$milf) 2800
Totat Debt §1270.7 mill. Due in 5 Yrs $496.3 mill. 383| 372| 386| 385 589 484 | 805 832 610 874| 950| 110 |NetProfit ($mill) 135
(L;'oﬂf?n'tgjfggc-gv':g e,;TG'X")*e'es'Sgﬁ" i 26.2% | 345% | 32.8% | 30.5% | 34.8% | 29.7% | 37.3% | 365% | 40.1% | 34.0% | 35.0% | 36.0% |Income Tax Rate 36.0%
Leases uncap“a"zegd'A,;nua, rentals $5.0 mil. 37% | 27% | 2.9% | 34% | 40% | 28% | 40% | 3.9% | 28% | 4.6% | 48%| 5.2% |NetProfitMargin 4.8%
Pensior’l Assets-12/09 $418.5 mill, 60.2% | 56.2% | 62.5% | 66.0% | 64.2% | 63.8% | 60.6% | 58.4% | 55.3% | 535% | 51.0% | 50.0% [Long-Term Debt Ratio 48.5%
Oblig. $648.6 mill. 35.8% | 39.6% | 34.1% | 34.0% | 35.8% | 36.2% | 39.4% | 41.9% | 44.7% | 46.5% | 49.0% | 50.0% |Common EquityRato | 51.5%
PFd Stock None 1489.9 | 1417.6 | 1748.3 | 1851.6 | 1968.6 | 2076.0 | 2287.8 | 2349.7 | 23233 | 23720 | 2450 | 2600 | Total Capital (Smill) 2925
1686.1 | 1825.6 | 19795 | 2175.7 | 2336.0 | 2489.1 | 2668.1 | 28453 | 2983.3 | 3034.5 | 3125 | 3200 |Net Plant ($mil) 3600
Common Stock 45,228,164 shs. 46% | 5% | 43% | 42% ] 50% | 43% | 55% | 55% | 45% | 55% | 6.0% | 6.0% |Returnon Total Capl 6.5%
as of 21710 65% | 60% | 59% | 61% | B83% | 64% | 89% | 85% | 59% | 7.9% | 80% | 85% |Return on Shr. Equity 9.0%
72% | 66% | 65% | 6.4% | 8.3% | 64% | 89% | 85% | 59%| 7.9% | 80%| 8.5% |Returnon Com Equity 9.0%
MARKET CAP: $1.3 billion {Mid Cap) 24% | 18% | 19% | 17% | 43% | 22% | 52% | 48% | 21% | 40% | 4.0% | 4.5% |Retainedto ComEq 5.0%
cm(zsﬁ&r)fvosme 2007 2008 123109 | 67% | 1% | T0% | 72% | 49% | 65% | 42% | 44% | 63% | 49% | 48% | 45% |AllDiv'ds to NetProf 4%

Cash Assets 32.0 26.4 65.3 | BUSINESS: Southwest Gas Corporation is a regulated gas dis- therms. Sold PriMerit Bank, 7/96. Has 4,450 employees. Off. & Dir.
Other 4705 411.7 3523 | trbutor serving approximately 1.8 million customers in sections of own 2.0% of common stock; T, Rowe Price Associates, Inc., 7.0%;
Current Assets 5025 4381  417.6 | Arizona, Nevada, and California. Comprised of two business seg- Barclays Global Investors, 6.8%: GAMCO lnvestars, Inc., 6.4%
Accts Payable 2207 1914 158.9 | ments: natural gas operations and construction services. 2009 mar-  (3/08 Proxy). Chairman: James J. Kropid. CEO: Jefirey W. Shaw.
8?;‘,0”8 zgg:} 2252315 311:8 gin mix: re;idenﬁal and small commercial, 86%; large commgrcial Inc.: CA. Address: 5241 Spring Mountain Road, Las Vegas, Ne-
Current Liab. 5579 5099 4747 | and industral, 4%; transportation, 10%. Tolal throughput: 2.2 billion  vada 89193. Telephone: 702-876-7237. Internet: www.swgas.com.
Fix. Chg. Cov. 220% 224% 251% | Southwest Gas began 2010 on a sound approved revenue increases help it to cope
ANNUAL RATES  Past Past Est'd’07-08| note, despite a challenging operating envi- with growth in operating expenses.

of change (persh)  10Ys. ~ §Yrs, ’°’13‘;‘/5 ronment. The bottom line should further The board has recently approved a
5@;’:{1“{:‘?3“,.. 4“5)',2‘ ggn//;’ f:g(y: benefit from higher rates in the company’s dividend increase of roughly 5%. Start-

Earpings 7.0% 9.0% 80% | service territories (discussed below) and ing with the June payout, the quarterly

Dividends 05% 10%  55% | improved cost controls. Modest customer dividend is now $0.25 per share. This fol-

Bock Value 45% 80%  45% | growth should also help. Overall, we anti- lows other dividend hikes in recent years.

Cal- | QUARTERLY REVENUES ($ mill) Full | cipate a moderate bottom-line advance at We find this pattern encouraging and ex-

endar |Mar31 Jun30 Sep30 Decdt| Year | Southwest Gas for the current year. pect it to continue.

2007 |7937 4266 3715 5603 {21521 | Growth will probably continue from 2011 But the stock is not without risk.

2008 [8136 447.3 3744 5094 121447 | onward. The company has reduced its cap- Warmer-than-usual temperatures during

2009 16899 3876 317.5 4988 18938 | ital expenditures, given the current low- the winter months can hurt profitability at

2010 715 415 335 510 (1975 | growth environment. The southwest was Southwest Gas. Also, the company will

2011 1740 440 360 560 2100 | ope of the nation's hardest hit regions dur- probably incur greater costs as it contin-

cal- EARNINGS PER SHARE A Full | ing the housing crisis. Even so, Southwest ues to expand operations. Moreover, in-

endar Mar31 Jun30 Sep.30 Dec3t| Yesr | Gas continues to upgrade and expand its sufficient, or lagging, rate relief can also

2007 | 147 d0t d2 101 | 185 distribution system, and we expect invest- hurt performance.

2008 | 114 d06 d38 71 138 ment in operations will gradually rebound These shares remain neutrally ranked

2000 | 112 d0t  d18 102 | 194| in the coming years. for year-ahead relative price perform-

2010 | 120 NI d20 105 | 205| The company is benefiting from ance. Looking further out, we anticipate

011 | 125 Ml d15 110 | 20| pecent rate relief. Southwest Gas has solid bottom-line growth at the company

Cal- | QUARTERLYDIVIDENDSPAID®x | Funl | realized higher rates in Nevada, Califor- over the pull to 2013-2015. Income-

endar | Mar31 Jund0 Sep0 Dec3t| Year | nja, and Arizona. In addition, SWX now oriented accounts may find this issue's

2006 | 205 205 206 205 82| has improved rate design in Nevada that dividend growth prospects attractive. That

2007 | 205 215 215 215 85| allows it to more aggressively encourage said, total return potential for the coming

2008 | 215 226 225 225 831 conservation by its customers. The compa- years is not particularly compelling, from

2008 | 225 238 238 238 841 ny's focus on procuring rate relief and im- the present quotation.

2010 | 238 250 proving rate design is important, as such Michael Napoli, CFA March 12, 2010
(A) Based on avg. shares outstand, thru. '96, | due to rounding. Next egs. report due late avail. {C) In millions. Company’s Financial Strength 8
then diluted, Excl. nonrec. gains (losses). '97, | Aprillearly May. (B) Dividends historically paid Stock’s Price Stability 100
16¢; '02, (10¢); '05, (11¢); ‘06, 7¢, Excl. loss | early March, June, September, December, wf Price Growth Persistence 65

from disc. ops.: '35, 75¢. Totals may not sum
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WGL HOLDINGS wyse e 3353 fho 14,6 G ) WAM5 0,861 4.4%
-WGL ' 0 \Median; 15. . .
mwess 4w | W] 55T ST ST 3] 2] 9] 28] Be| Be| %] B3| 3 Tt e
SaFETY T Risgumm [ LeeENDS
TECHNICAL 2 Raised 212110 divided by Interest Rale &
- - Relalive Price Strength 60
BETA .65 (1.00=Marke} Oggogz:dYes o N 1 50
| 20T3-TSPROJECTIONS | (atet recesson egan 1207 |~ L[ T | 1 4~ I 1 e I
. Al Total : o oty i e | fesesegeeses
Price  Gain  Refurn |- i TG e et AT % fruthih 20
I I s T T | 5
ow o 6 .
Insider Decisions Tt T et DV do e G = 15
AMJJASOND G s DO .
By 000000000 10
Opis 0000001 01 e SRR e -
WSl 020010112 > o TOT.RETURN 210
Institutional Decisions TS VLARITH.

102000 202008 302008 SIOCK  NDEX |
by 97 85 78| Leeent 18 T 1y, 133 1018 [
toSell 96 98 74 | traded 6 Y i 3yr. 188 08 {_
Hgs{0) 30818 31333 31643 Wi i Ik Syr. 332 30.1
1994 | 1995 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 {2010 [2011 [ ©VALUE LINEPUB, INC] 13-15
2169 18301 2219 2416 2374 2082 2219 2980 | 3283 | 4245 | 4293 | 4494 | 5396 | 5351 | 5285 53981 53.00| 54.00 {RevenuespershA 57.30

2431 254 293 302 279] 274| 320) 324 263| 400] 387| 397| 384 | 3389 434 444 4.20 |  4.35 |"Cash Flow” persh 470
1421 145] 185 185 1.54 147 179, 1.8 114 230 1981 213 194 209 2441 253 230| 245 |Earnings persh® 2.70
141 142 14, W7 1207 122 124 1.26 1211 128 130 132| 135 1% 141 147 1.51 1.55 | Div'ds Decl'd per sh Cw 1.67
2841 263] 285] 320] 362] 342 267 268 334 265| 233 232 327 333 2007 277 3.00| 250 [Cap'l Spending per sh 2.50
151] 1185 1279 1348 1386 1472 1531 1624 | 1578 1625 | 16.95] 17.80 | 18.86 | 19.83 | 20.99 | 21.83| 22.65| 23.55|Book Value persh? 26.75
4219] 4293 4370] 4370| 43841 4647| 4647 | 4854 | 4856 | 4863 | 48.67 | 48.65 | 4889 | 4945 4992 | 5014 | 50.00 | 50.00 [Common Shs OutstgE | 50.00
1401 1277 115] 127 172 173 48] 147 231 114 1421 7] 155 1586 137 12.6 | Bold fighres are | Avg Ann'l PIE Ratio 15.0
82 85 12 13 .89 89 85 75 1.26 63 15 78 84 83 .82 83 ValuejLine Relative PJE Ratio 1.00
56% | 6.1%| 54% | 50%| 45% | A8%| 48% | A6% | 48% | 50% | 46% | 42% | 45% | 42% | 42% | 48% | P | Avg Ann'l Divd Vield 41%
CAPITAL STRUCTURE as of_12/31109 . 1031.1 | 14465 | 1584.8 | 2064.2 | 2089.6 | 2186.3 | 2637.9 | 2646.0 | 2628.2 | 2706.9 | 2650 | 2700 [Revenues ($mill) A 2865
Total Debt S871.9mil. Duein5Vrs$256.7mil. | gag| 899 557 | 1123 | 980 | 1048 | 060 | 1029 | 1229 1287] 115| 125 |NetProfit ($mill 135
LTDebt $612.8mill. LT Interest 8404 mil. 5t T 50 0l 34 0% | 36.0% | 38.0% | 3T.4% | 39.0% | 39.1% | 37.1% | 39.1% | 37.0% | 36.0% |Income Tax Rate 38.0%
(LT interest eamed: 6.2x; total interest coverage: y : ) ' ' ' ' ' g i e it . e
7) 82% | 62% | 35% | 54% | 4.7% | 48% [ 36% | 39% | 47% | 48% | 45%| 4.5% |NetProfit Margin 4.8%
Pension Assets-9/09 $550.0 mill. 431% | 41.7% | 45.7% | 43.8% | 40.9% | 39.5% | 37.8% | 37.9% | 35.9% | 33.3% | 36.0% | 35.0% |Long-Term DebtRatic | 34.0%

; " Obli% §§37B.1]:nil|. 54.8% | 56.3% | 524% | 54.3% | 57.2% | 58.6% | 60.4% |60.3% | 62.4% | 65.0% | 62.5% | 63.5% |Common Equity Ratio 64.5%

Preferred Stock $28.2 mill. Pfd. Div'd $1.3mil.  ["1280.2 | 14008 | 14625 | 14548 | 14436 | 14781 | 1526.1 | 16254 | 16785 | 1687.7 | 1810 | 1855 |Total Capital (Smi] 2075
1460.3 | 15197 | 1606.8 | 1874.9 | 1915.6 | 1969.7 | 2067.9 | 21504 | 2208.3 | 2269.1 | 2330 | 2385 |Net Plant ($mill) 2600

Common Stock 50,302,721 shs. T8% | T%% | 53% | 9.1% | 8% | 85% | T6% | 16% | B5% | 88% | 1.5% | 8.0% [RelumonTolalCapl | 8.0%
as of 1/29/10 4% | 11.0% | 7.0% | 13.7% | 11.5% | 10.7% | 101% | 10.2% | 11.4% | 11.4% | 10.0% | 10.5% [Return on Shr. Equity 10.5%
. ) 7% | 1H2% | 7.2% | 14.0% | 11.7% | 12.0% | 10.3% | 10.4% | 11.6% | 11.6% | 10.5% | 11.0% {Return on Com Equity 11.0%

MARKET CAP: $1.7 billion (Mid Cap) 37% | 38% | NMF | 6.2% | 41% | 46% | 32% | 35% | 5.0%] 50% | 3.5% | 4.0% [RetanedtaComEq 0%
CUl(?si}'E&'I;POSITION 2008 2009 12/31/09 6% | 67% | 112% | 56% | 65% | 62% | 69% | 66% 57% | 51% | 65% | 63% |AllDiv'ds to NetProf 61%

Cash Assets 6.2 7.9 13.6 | BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas vides energy related products in the D.C. metro area; Wash. Gas
Other 1361 67566 8521 | Light, a natural gas distibutor in Washington, D.C. and adjacent Energy Sys. designsfinstalls comm’l heating, ventiating, and air
Current Assets 7423 6835 8657 | areas of VA and MD to resident] and comm' users (1,064,071 cond. systems, American Century Inv. own 7.7% of common stock:
Accts Payable 2431 2135 %71% meters), Hampshire Gas, a federally regulated sub., operates an  Off./dir. less than 1% (1/10 proxy). Chrmn. & CEO: Temy D. McCal-
8ﬁ?érDue ?ggg %ggg 223'5 underground gas-storage facility in WV. Non-regulaled subs.. lister. inc.: D.C. and VA. Addr.: 1100 H St., N.W., Washington, D.C.
Current Liab. _7713—5 634:6 775:0 Wash. Gas Energy Sves. sells and delivers natural gas and pro-  20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.

Fix. Chg. Cov. 490% 533% 835% | WGL Holdings is off to a so-so start in about 9% this year.

ANNUAL RATES  Past Past Est'd'07209| fiscal 2010 (began October 1st). Reve- WGL'’s balance sheet and overall fi-
ofchange (persh)  f0Yrs, - S¥is. 10135 | pues declined 12% in the first quarter. nancial position appear to be improv-
ng’sg‘léﬁgwn 4:8.,//;’ g_‘gy/: }:gﬁ This stemmed from diminished volumes at ing. The company’s cash reserves in-
Eamnings 40% 55% 25% | the regulated utility business due to soft creased approximately 74% so far this
Dividends 15:70 gO:/u 38‘;/4 pricing and customer conservation. But year, giving way to a nice financial
Book Valus 0% 0% ~ 2 | this was partially offset by rising volumes cushion. Meantime, the debt levels remain

F\l,zgil QUARTERLY REVENUES {§ mill) A ngé‘a] at the non-utility operations. Meantime, at easily serviceable levels.

Ends |Dec.31 Mar31 Jun30 Sep30| Year | the design-build wunit did not make We have introduced our 2011 top- and

2007 | 7329 11199 4675 3257 |2646.0] meaningful contributions to the bottom bottom-line estimates of $2.7 billion

2008 § 7516 10200 4647 391926282 line this past quarter as profitability fell and $2.45 a share, respectively. The

2009 | 8262 10408 4270 4128127089| into negative territory. Still, decreases in regional economy is starting to show ini-

2010 | 7274 1050 455 417.612650 | the cost of gas minimized the bottom-line tial signs of a recovery. As the company

29“ 740 1060 465 435 12700 | decline to roughly 2%, which was better continues on that road, efficiency initia-

Fiscal EARNINGS PER SHARE A B gul | than we had expected. Nonetheless, tives, additional customers, and clean en-

Ends |Pec31 Mar3t Jun30 Sep30) Year | For the time being, we have left our ergy programs will only help to bolster its

2007 92 1277 22 d3t] 210 2010 earnings estimate unchanged. We profitability and send earnings higher.

2008 96 166 .08 d24| 244} look for the top line to register a low These shares are ranked to lag the

2009 1 103 185 M 425 283 single-digit decline this year. This ought to broader market in the coming year.

20101 101 155 .05 d3f)| 230) stem from the continued depressed natu- However, the stock price has remained

01 | 105 158 .07 d25| 245 gas prices. Still, despite weak revenue stable throughout the financial market

Cal- | QUARTERLYDVIDENDSPADC®= | pun | volumes, the regulated utility segment has turmoil and all-but-officially ended reces-
endar |Mar.31 Jun.30 Sep.30 Dec.d1| Year| seen a 10,300 increase in active meters sion. This bears out its Above-Average

2006 | 333 338 338 338 | 135] over the past 12 months. Meantime, the Safety rank and high mark for Price

2007 | 34 34 34 M 136 | retail energy marketing segment has been Stability. These features, coupled with an

2008 1 34 36 36 36 142| experiencing higher realized margins and attractive dividend yield, may appeal to

2000 1 36 37 37 3 1471 more-favorable weather patterns. On bal- conservative income-oriented accounts.

010 | 37 ance, we expect share net to contract Bryan J. Fong March 12, 2010
(A) Fiscal years end Sept. 30th. {15¢). Qtly egs. may not sum to fotal, due to | ber. = Dividend reinvestment plan available. Company's Financial Strength A
{B) Based on diluted shares. Excludes non- | change in shares outstanding. Next earnings | (D) Includes deferred charges and intangibles. | Stock’s Price Stability 100
recurring losses: '01, (13¢); '02, {34¢); '07, | report due late April. {C) Dividends historically | '09: $3886.7 million, $7.71/sh. Price Growth Persistence 50

(4¢), '08, (14¢) discontinued operations: '08, | paid early February, May, August, and Novem-
© 2010, Value Line Publishing, tnc. All rights reserved. Factual material is obiained from sources befieved to be refiable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or efectionic publication, service of product,

{E} In millions, adjusted for stock split.
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Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of Six

Exhibit PMA-1
Schedule 10
Page 1 of 9

Proxy Group of
Ten AUS Utility
Reports Natural
Gas Distribution

AUS Utility
Reports Water
Companies
Prospective Yield on Aaa Rated
Corporate Bonds (1) 5.68 %
Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public
Utility Bonds 0.52 (2)
Adjusted Prospective Yield on A Rated
Public Utility Bonds 6.20 %
Adjustment to Reflect Bond
Rating Difference of Proxy Group 0.00 (3)
Adjusted Prospective Bond Yield 6.20
Equity Risk Premium (5) 4.36
Risk Premium Derived Common
Equity Cost Rate 10.56 %

Derived in Note (3) on page 6 of this Schedule.

5.68 %

0.52 (2)

6.20 %

0.14 (4)
6.34

4.19

10.53 %

The average yield spread of A rated public utility bonds over Aaa rated corporate bonds

of 0.52% from page 4 of this Schedule.

No adjustment necessary as the average Moody's bond rating of the Proxy Group of Six
AUS Utility Reports Water Companies is A2 as shown on page 2 of this Schedule.

Adjustment to reflect the A3 Moody's Bond Rating of the Proxy Group of Ten AUS Utility
Reports Natural Gas Distribution Companies as shown on page 2 of this Schedule.
The 14 basis point adjustment is derived by taking 1/3 of the spread between Baa and

A2 Public Utility Bonds (1/3 * 0.41% = 0.137%, rounded to 0.14%).

From page 5 of this Schedule.
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Tega Cay Water Service, Inc.

Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings,
Standard & Poor’s Credit Ratings, and

Standard & Poor’s Business and Financial Risk Profiles

Moody's
Bond Ratin

Aaa

Aal

Aa2

Aa3

Al

A2

A3

Baal

Baa2

Baa3

Bal

Ba2

Ba3

Business Numerical

Risk Profile Weighting
Excellent 1
Strong 2
Satisfactory 3
Fair 4
Weak 5
Vulnerable 6

Numerical

Bond Weighting

1

11
12
13

Standard & Poor’s

Financial
Risk Profile

Minimal

Modest
Intermediate
Significant
Aggressive
Highly Leveraged
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Standard & Poor's
Bond / Credit Rating

AAA

AA+
AA
AA-

A+
A
A-

BBB+
BBB
BBB-

BB+
BB
BB-

Numerical
Weighting
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Tega Cay Water Service, Inc.
Judgment of Equity Risk Premium for
the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
Proxy Group of Ten
AUS Utility Reports
Proxy Group of Six Natural Gas
Line AUS Utility Reports Distribution
No. Water Companies Companies
1. Calculated equity risk
premium based on the
total market using
the beta approach (1) 4.56 4.23
2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 4.15 4.15
3. Average equity risk premium 4.36 % 4.19 %

Notes: (1) From page 6 of this Schedule.
(2) From page 8 of this Schedule.



Tega Cay Water Service, Inc.

Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for

the Proxy Group of Six AUS Utility Reports Water Companies

and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Proxy Group of Six
AUS Utility
Reports Water
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Proxy Group of
Ten AUS Utility
Reports Natural
Gas Distribution
Companies

11.80 %

6.10

5.70 %

12.99 %

5.68

731 %

6.51 %

0.65

423 %

Line No. Companies
1. Arithmetic mean total return rate on
the Standard & Poor's 500 Composite
Index - 1926-2009 (1) 11.80 %
2. Arithmetic mean yield on
Aaa and Aa Corporate Bonds
1926-2009 (2) 6.10
3. Historical Equity Risk Premium 5.70 %
4. Forecasted 3-5 year Total Annual
Market Return (3) 12.99 %
5. Prospective Yield an Aaa Rated
Corporate Bonds (4) 5.68
6. Forecasted Equity Risk Premium 7.31 %
7. Conclusion of Equity Risk Premium (5) 6.51 %
8. Adjusted Value Line Beta (6) 0.70
9. Beta Adjusted Equity Risk Premium 4.56 %
Notes: (1) Ibbotson® SBBI® 2010 Valuation Yearbook - Market Results for Stocks, Bonds, Bills, and Inflation - 1926 - 2009,

Morningstar, Inc., 2010 Chicago, IL

(2) From Moody's Industrial Manual and Mergent Bond Record Monthly Update.

(3) From page 3 of Schedule 11.

(4) Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus of nearly 50
economists reported in Blue Chip Financial Forecasts dated April 1, 2009 (see page 7 of this Schedule). The

estimates are detailed below.

Second Quarter 2010
Third Quarter 2010
Fourth Quarter 2010
First Quarter 2011
Second Quarter 2011
Third Quarter 2011

Average

5.30
5.50
5.60
5.70
5.90
6.10

5.68

%

%

(5) The average of the historical equity risk premium of 5.70% from Line No. 3 and the forecasted equity risk premium of

7.31% from Line No. 6 ((5.70% + 7.31%) / 2 = 6.51%.

(6) From page 9 of this Schedule.
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions1

History Consensus Forecasts-Quarterly Avg.

————————— Average For Week End--------  ----Average For Month---- Latest O*| 2Q 3Q 4Q 1Q 2Q 3Q

Interest Rates Mar.19 Mar.12 Mar.5 Feb.26 Feb. Jan. Dec. 10201012010 2010 2010 2011 2011 2011
Federal Funds Rate 0.18 0.16 0.13 0.12 0.13 0.11 0.12 0.12 02 02 05 09 13 1.7
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 32 33 36 40 43 47
LIBOR, 3-mo. 0.27 0.26 0.25 0.25 0.25 0.25 0.25 0.25 03 05 08 1.2 1.6 2.0
Commercial Paper, 1-mo.  0.17 0.16 0.13 0.14 0.13 0.13 0.14 0.13 02 03 07 1.1 1.5 1.9
Treasury bill, 3-mo. 0.16 0.16 0.14 0.12 0.11 0.06 0.05 0.09 02 03 0.6 1.0 14 1.8
Treasury bill, 6-mo. 0.24 0.22 0.19 0.19 0.18 0.15 0.17 0.17 03 04 08 1.2 1.6 2.0
Treasury bill, 1 yr. 0.41 0.39 0.34 0.34 0.35 0.35 0.37 0.35 0.5 0.7 1.0 14 18 22
Treasury note, 2 yr. 0.97 0.93 0.84 0.86 0.86 0.93 0.87 0.90 1.1 1.3 1.7 20 23 27
Treasury note, 5 yr. 2.42 2.39 2.29 2.37 2.36 2.48 2.34 241 25 27 30 32 34 37
Treasury note, 10 yr. 3.68 3.72 3.62 3.69 3.69 3.73 3.59 3.71 38 39 41 43 44 4.6
Treasury note, 30 yr. 4.59 4.67 4.58 4.62 4.62 4.60 4.49 4.61 46 48 49 S50 52 53
Corporate Aaa bond 5.21 5.28 5.24 5.31 5.35 5.26 5.26 5.30 53 55 56 57 59 6.1
Corporate Baa bond 6.21 6.30 6.26 6.33 6.34 6.25 6.37 6.29 63 65 67 68 69 71
State & Local bonds 432 4.33 4.34 436 4.36 4.33 4.21 4.34 45 46 47 48 49 51
Home mortgage rate 4.96 4.95 4.97 5.05 4.99 5.03 4.93 5.00 52 54 56 57 59 6.1

History Consensus Forecasts-Quarterly

2Q 3Q 4Q 1Q 2Q 3Q 4Q 10* 2 3Q 4Q 1Q 2Q 3Q

Key Assumptions 2008 2008 2008 2009 2009 2009 2009 2010 | 2010 2010 2010 2011 2011 2011
Major Currency Index 70.9 73.5 81.3 82.7 79.4 75.4 73.6 75.4 75.6 758 764 764 76.6 77.0
Real GDP 1.5 2.7 -5.4 -6.4 -0.7 2.2 5.6 2.9 30 29 30 3.0 31 322
GDP Price Index 1.8 4.0 0.1 1.9 0.0 0.4 0.5 1.4 1.2 14 14 1.7 1.7 1.7
Consumer Price Index 5.2 6.4 9.2 2.2 1.9 3.7 2.6 1.7 1.5 1.9 1.8 2.0 2.0 22

Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally-adjusted annual rates of change (saar). Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from
Federal Reserve Release (FRSR) H.15. LIBOR quotes available from The Wall Street Journal. Interest rate definitions are the same as those in FRSR H.15. Treasury yields are
reported on a constant maturity basis. Historical data for the Fed” Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index
are from the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). “Interest rate data for
10 2010 based on historical data through the week ended March 19th. "Data for 1Q 2010 Major Currency Index also is based on data through week ended March 19th. Fig-
ures for 10 2010 Real GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panelists this month (see

page 14).
U.S. Treasury Yield Curve
Week ended March 19, 2010 and Year Ago vs.
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Line
No.

Time Period
1.

Notes:

Tega Cay Water Service, Inc.
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Derivation of Mean Equity Risk Premium Based on a Study

(1)

()

Using Holding Period Returns of Public Utilities

Arithmetic Mean Holding Period

Returns (2):

Standard & Poor's Public

Utility Index

Arithmetic Mean Yield on:
Moody's A Rated Public Utility Bonds

Equity Risk Premium

Over A Rated
Public Utility Bonds
AUS Consultants -

Utility Services

Study (1)

1928-2008

10.74 %

6.59

4.15 %

S&P Public Utility Index and Moody's Public Utility Bond Average
Annual Yields 1928-2008, (AUS Consultants - Utility Services,

2009).

Holding period returns are calculated based upon income
received (dividends and interest) plus the relative change in the
market value of a security over a one-year holding period.



the Proxy Group of Six AUS Utility Reports Water Companies

Tega Cay Water Service, Inc.
Value Line Adjusted Betas for
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and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Proxy Group of Six AUS Utility
Reports Water Companies

American States Water Co.
Aqua America, Inc.

California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water Company
York Water Company

Average
Median
Proxy Group of Ten AUS Utility

Reports Natural Gas Distribution
Companies

AGL Resources Inc.

Atmos Energy Corporation
Delta Natural Gas Company
Laclede Group, Inc.

New Jersey Resources Corp.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Source of Information:

Value Line
Adjusted
Beta

0.80
0.65
0.75
0.80
0.60
0.65

0.71

0.70

0.75
0.65
0.65
0.60
0.65
0.60
0.65
0.60
0.75
0.60

0.65

0.65

Value Line Investment Survey, January 22, 2010 and
March 12, 2010, Standard Edition and Small and Mid-

Cap Edition
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Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model
the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Proxy Group of
Ten AUS Utility

Proxy Group of Six AUS Reports Natural
Utility Reports Water Gas Distribution
Line No. Companies Companies
1. Traditional Capital Asset
Pricing Model (1) 10.09 % 9.72 %
2. Empirical Capital Asset
Pricing Model (1) 10.64 % 10.36 %
3. Conclusion 10.37 % 10.04 %

Notes: (1) From page 2 of this Schedule.



Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model

1 2 3
Company-Specific CAPM Result
Value Line Risk Premium Including
Adjusted Based on Market Risk-Free
Beta Premium of 7.31% Rate of 4.97%

Traditional Capital Asset Pricing Model (3)

Proxy Group of Six AUS Utility Reports
Water Companies

American States Water Co.
Aqua America, Inc.

California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water Company
York Water Company

Average

Median

Proxy Group of Ten AUS Utility Reports
Natural Gas Distribution Companies

AGL Resources Inc.

Atmos Energy Corporation
Delta Natural Gas Company
Laclede Group, Inc.

New Jersey Resources Corp.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Proxy Group of Six AUS Utility Reports
Water Companies

0.80 5.85 %
0.65 4.75
0.75 5.48
0.80 5.85
0.60 4.39
0.65 4.75
0.71 5.18 %
0.70 512 %
0.75 5.48 %
0.65 4.75
0.65 4.75
0.60 4.39
0.65 4.75
0.60 4.39
0.65 4.75
0.60 4.39
0.75 5.48
0.60 4.39
0.65 4.75 %
0.65 4.75 %

American States Water Co.
Aqua America, Inc.

California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water Company
York Water Company

Average

Median

Proxy Group of Ten AUS Utility Reports
Natural Gas Distribution Companies

Empirical Capital Asset Pricing Model (4)

AGL Resources Inc.

Atmos Energy Corporation
Delta Natural Gas Company
Laclede Group, Inc.

New Jersey Resources Corp.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

See page 3 for notes.

0.80 6.21 %
0.65 5.39
0.75 5.94
0.80 6.21
0.60 5.12
0.65 5.39
0.71 571 %
0.70 5.67 %
0.75 5.94 %
0.65 5.39
0.65 5.39
0.60 5.12
0.65 5.39
0.60 5.12
0.65 5.39
0.60 5.12
0.75 5.94
0.60 5.12
0.65 5.39 %
0.65 5.39 %

10.82 %
9.72

10.45

10.82
9.36

9.72
10.15 %

10.09 %

10.45 %
9.72
9.72
9.36
9.72
9.36
9.72
9.36

10.45

9.36
9.72 %

9.72 %

11.18 %
10.36
1091
11.18
10.09

10.36
10.68 %

10.64 %

10.91 %
10.36
10.36
10.09
10.36
10.09
10.36
10.09
10.91

10.09
10.36 %

10.36 %
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Notes:

(1)

)

®)

(4)

Exhibit PMA-1
Schedule 11
Page 3 of 3

Tega Cay Water Service, Inc.
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
the Proxy Group of Six AUS Utility Reports Water Companies
and the Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return

For reasons explained in Ms. Ahern’s accompanying direct testimony, from the three previous
month-end (January 2010 — March 2010), as well as a recently available (April 16, 2010), Value
Line Summary & Index, a forecasted 3-5 year total annual market return of 12.99% can be
derived by averaging the 3-month and spot forecasted total 3-5 year total appreciation,
converting it into an annual market appreciation and adding the Value Line average forecasted
annual dividend yield.

The 3-5 year average t%al market appreciation of 52% produces a four-year average
annual return of 11.04% ((1.52“°) - 1). When the average annual forecasted dividend yield of
1.95% is added, a total average market return of 12.99% (1.95% + 11.04%) is derived.

The 3-month and spot forecasted total market return of 12.99% minus the forecasted
risk-free rate of 4.97% (developed in Note 2) is 8.02% (12.99% - 4.97%). The Morningstar, Inc.
(Ibbotson Associates) calculated market premium of 6.60% for the period 1926-2009 results
from a total market return of 11.80% less the average income return on long-term U.S.
Government Securities of 5.20% (11.80% - 5.20% = 6.60%). This is then averaged with the
8.09% Value Line market premium resulting in a 7.31% market premium. The 7.31% market
premium is then multiplied by the beta in column 1 of page 2 of this Schedule.

The average forecast based upon six quarterly estimates of 30-year Treasury Note yields per
the consensus of nearly 50 economists reported in the Blue Chip Financial Forecasts dated
April 1, 2010 (see page 7 of Schedule 10). The estimates are detailed below:

30-Year
Treasury Note Yield

Second Quarter 2010

Third Quarter 2010 4.80
Fourth Quarter 2010 4.90
First Quarter 2011 5.00
Second Quarter 2011 5.20
Third Quarter 2011 5.30
Average 4.97%

The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula:
Rs = Re + B (Rum - Re)

Where Rs = Return rate of common stock
Rr = Risk Free Rate
B = Value Line Adjusted Beta
Rwm = Return on the market as a whole

The empirical CAPM is applied using the following formula:
R3=RF+.25(RM 'RF)+-758(RM -RF)
Where Rg = Return rate of common stock

Rr = Risk-Free Rate

B = Value Line Adjusted Beta
Rwm = Return on the market as a whole

Source of Information: Value Line Summary & Index

Blue Chip Financial Forecasts, April 1, 2010

Value Line Investment Survey, January 22, 2010 and March 12, 2010, Standard Edition
and Small and Mid-Cap Edition

Ibbotson® SBBI® 2010 Valuation Yearbook — Market Results for Stocks, Bonds, Bills,
and Inflation — 1926 — 2009, Morningstar, Inc., 2010 Chicago, IL
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Tega Cay Water Service, Inc.
Comparable Earnings Analysis
for a Proxy Group of Eighty-Nine Non-Utility Companies Comparable to the
Proxy Group of Six AUS Utility Reports Water Companies(1)

Rate of Return on Book Common
Equity, Net Worth, or Partner's
Capital
5-Year Projected (2)

Residual
Standard
VL Error Standard
Adjusted Unadjusted of the Deviation of 5 Year Student's T
Company Name Beta Beta Regression Beta Projection Statistic
ACE Limited 0.85 0.73 3.0742 0.0669 10.50 % (0.7)
Accenture Plc 0.85 0.74 2.9315 0.0638 43.00 (3) 3.7
Gallagher (Arthur J.) 0.70 0.54 3.0716 0.0668 20.00 0.6
Aon Corp. 0.70 0.47 3.1403 0.0683 14.00 0.2)
Beckman Coulter 0.75 0.61 3.1918 0.0694 13.00 (0.4)
BMC Software 0.85 0.73 3.1543 0.0686 19.50 0.5
Bristol-Myers Squibb 0.75 0.59 3.0886 0.0672 17.50 0.2
Buckeye Partners L.P. 0.85 0.75 3.1061 0.0675 14.50 0.2)
Brown & Brown 0.70 0.48 3.1456 0.0684 12.50 (0.4)
ConAgra Foods 0.65 0.42 2.8885 0.0628 15.50 (0.0
Capitol Fed. Finl 0.65 0.44 3.0220 0.0657 9.00 (0.9)
Check Point Software 0.80 0.62 3.3652 0.0732 14.00 0.2)
Covidien Plc 0.80 0.64 3.2090 0.0743 15.50 (0.0
CVS Caremark Corp. 0.80 0.66 3.1452 0.0684 10.50 0.7)
Quest Diagnostics 0.65 0.46 2.9463 0.0641 15.50 (0.0)
Del Monte Foods 0.70 0.51 3.4000 0.0739 11.50 (0.6)
Dionex Corp. 0.90 0.78 3.5519 0.0772 17.00 0.2
DavVita Inc. 0.65 0.41 3.0854 0.0671 16.00 0.0
Enterprise Products 0.85 0.76 3.1170 0.0678 18.50 0.4
Elbit Systems 0.70 0.53 3.4145 0.0743 17.50 0.2
Energy Transfer 0.80 0.69 3.0862 0.0671 28.50 1.8
First Niagara Finl Group 0.85 0.70 3.6141 0.0786 8.00 (1.1)
Forest Labs. 0.80 0.63 3.5470 0.0771 13.50 (0.3
Gilead Sciences 0.65 0.43 3.5879 0.0780 27.00 15
G&K Services "A 0.80 0.64 3.5505 0.0772 8.00 (1.1)
Global Payments 0.85 0.70 3.6330 0.0790 16.50 0.1
Gen-Probe 0.85 0.73 3.7116 0.0807 13.00 (0.4)
Haemonetics Corp. 0.60 0.39 3.1976 0.0695 12.50 (0.4)
Hasbro, Inc. 0.75 0.60 3.2682 0.0711 22.00 0.9
Hudson City Bancorp 0.80 0.69 2.9839 0.0649 11.00 (0.6)
HCC Insurance Hidgs. 0.85 0.70 3.0771 0.0669 12.00 (0.5)
Hewitt Associates A 0.75 0.57 3.3858 0.0736 18.50 0.4
Hospira Inc. 0.70 0.53 3.6182 0.0787 21.50 0.8
Interactive Data 0.85 0.70 3.1973 0.0695 14.50 0.2)
IDEXX Labs. 0.85 0.75 3.3726 0.0733 24.00 11
Investors Bancorp Inc 0.70 0.52 3.4367 0.0755 7.00 1.2)
Intl Speedway A 0.85 0.77 3.5449 0.0771 8.00 (1.1)
J&J Snack Foods 0.70 0.50 3.4948 0.0760 12.50 0.4)
Henry (Jack) & Assoc. 0.80 0.69 2.9121 0.0633 16.00 0.0
Kroger Co. 0.60 0.37 2.9423 0.0640 23.00 1.0
Lancaster Colony 0.75 0.57 3.2490 0.0707 19.00 0.5
Life Technologies 0.80 0.65 3.6691 0.0798 11.00 (0.6)
Lincare Holdings 0.65 0.47 3.3023 0.0718 19.50 0.5
Matthews Intl 0.80 0.68 3.2033 0.0697 16.00 0.0
McKesson Corp. 0.80 0.63 3.3044 0.0719 13.50 0.3
Mercury General 0.70 0.54 2.9352 0.0638 10.00 (0.8)
Medtronic, Inc. 0.75 0.61 3.4419 0.0749 20.00 0.6
Medco Health Solutions 0.70 0.48 3.5559 0.0773 15.00 (0.2)
Markel Corp. 0.85 0.77 3.4564 0.0752 7.00 1.2)
Marsh & McLennan 0.75 0.58 3.1110 0.0677 14.50 0.2)
MAXIMUS Inc. 0.80 0.64 3.3308 0.0724 14.50 0.2)
Microsoft Corp. 0.80 0.66 3.0200 0.0657 31.50 (3) 2.2
NIKE, Inc. B 0.85 0.74 2.9431 0.0640 17.00 0.2
Northwest Bancshares 0.80 0.65 3.4087 0.0741 6.50 (1.3)
New York Community 0.80 0.67 3.6679 0.0798 11.00 (0.6)
Owens & Minor 0.70 0.50 3.4975 0.0761 13.50 0.3
OReilly Automotive 0.85 0.70 3.6272 0.0789 11.00 (0.6)
Plains All Amer. Pipe. 0.85 0.76 3.6234 0.0788 10.00 (0.8)
Peoples United Finl 0.65 0.39 3.2206 0.0700 5.50 (1.4)
PerkinElmer Inc. 0.85 0.77 3.6680 0.0798 10.50 0.7)
Ruddick Corp. 0.60 0.34 3.5639 0.0775 11.00 (0.6)
Everest Re Group Ltd. 0.80 0.63 2.9273 0.0637 10.50 0.7)
RLI Corp. 0.80 0.64 3.0058 0.0654 11.00 (0.6)

RenaissanceRe Hldgs. 0.70 0.48 3.4476 0.0750 11.00 (0.6)



Tega Cay Water Service, Inc.
Comparable Earnings Analysis
for a Proxy Group of Twenty-Six Non-Utility Companies Comparable to the
Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies(6)
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Rate of Return on Book Common
Equity, Net Worth, or Partner's

Capital
5-Year Projected (2)
Residual
VL Standard Error Standard
Adjusted Unadjusted of the Deviation of 5 Year Student's T
Company Name Beta Beta Regression Beta Projection Statistic
AmerisourceBergen 0.70 0.52 2.6681 0.0580 15.00 % (0.7)
Automatic Data Proc. 0.70 0.54 2.1526 0.0468 16.00 (0.6)
Baxter Intl Inc. 0.60 0.37 2.5631 0.0557 26.50 0.3
Bard (C.R.) 0.60 0.32 2.5422 0.0553 20.00 0.3
Becton, Dickinson 0.60 0.38 2.5876 0.0563 20.50 0.3
Church & Dwight 0.60 0.33 2.4570 0.0534 15.00 0.7)
Colgate-Palmolive 0.55 0.30 2.3334 0.0507 41.00 1.6
Clorox Co. 0.65 0.40 2.3216 0.0505 58.50 (7) 3.1
Campbell Soup 0.60 0.33 2.4305 0.0529 35.00 1.0
Erie Indemnity Co. 0.70 0.52 2.2347 0.0486 20.00 0.3
Hormel Foods 0.65 0.40 2.6490 0.0576 16.00 (0.6)
Schein (Henry) 0.75 0.59 2.7289 0.0593 15.00 0.7)
Hershey Co. 0.65 0.46 2.7670 0.0602 42.50 17
Intl Flavors & Frag. 0.75 0.59 2.4033 0.0523 21.00 0.2)
Kraft Foods 0.65 0.46 2.5589 0.0556 10.50 (1.1)
Kinder Morgan Energy 0.75 0.59 2.5093 0.0546 24.50 0.1
Coca-Cola 0.60 0.34 2.2123 0.0481 23.00 (0.0
Laboratory Corp. 0.65 0.40 2.6524 0.0577 19.00 0.4)
McDonalds Corp. 0.65 0.46 2.4760 0.0538 30.50 0.6
McCormick & Co. 0.55 0.29 2.5864 0.0562 18.00 (0.5)
PepsiCo, Inc. 0.60 0.37 2.2671 0.0493 27.50 0.4
Pfizer, Inc. 0.75 0.58 2.7581 0.0600 13.50 0.9)
Raytheon Co. 0.70 0.54 2.6520 0.0577 17.50 (0.5)
Sysco Corp. 0.70 0.54 2.6278 0.0571 34.00 1.0
Tootsie Roll Ind. 0.70 0.51 2.5538 0.0555 8.00 (1.4)
Wal-Mart Stores 0.60 0.36 2.3465 0.0510 17.50 (0.5)
Average 0.65 0.44 2.5015 0.0544
Average for the Proxy Group of Ten AUS Utility Reports
Natural Gas Distribution Companies 0.66 0.43 24716 (9) 0.0538
Median 20.00%
Conservative Median (9) 20.00%

See Page 4 for notes.
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Rate of Return on Book Common
Equity, Net Worth, or Partner's

Capital
5-Year Projected (2)
Residual
Standard
VL Error Standard
Adjusted Unadjusted of the Deviation of 5 Year Student's T
Company Name Beta Beta Regression Beta Projection Statistic
Rollins, Inc. 0.80 0.64 3.2240 0.0701 29.50 19
Sherwin-Williams 0.70 0.51 3.3972 0.0739 27.50 1.6
Smucker (J.M.) 0.70 0.49 2.9894 0.0650 10.50 0.7)
Sara Lee Corp. 0.85 0.70 2.9751 0.0647 20.00 0.6
Silgan Holdings 0.80 0.62 3.0779 0.0669 17.00 0.2
Synopsys, Inc. 0.85 0.72 3.0577 0.0665 12.50 (0.4)
Suburban Propane 0.75 0.59 3.2859 0.0715 37.00 (3) 29
Stericycle Inc. 0.70 0.48 3.2811 0.0714 15.00 (0.2)
Safeway Inc. 0.70 0.49 3.0748 0.0669 14.00 0.2)
Stryker Corp. 0.80 0.66 3.3911 0.0737 16.00 0.0
Techne Corp. 0.75 0.55 2.9612 0.0644 20.00 0.6
Teleflex Inc. 0.80 0.65 3.1254 0.0680 11.50 (0.6)
Hanover Insurance 0.85 0.74 3.0304 0.0659 9.50 (0.9)
TJIX Companies 0.80 0.69 3.0689 0.0667 42.00 (3) 3.6
Texas Instruments 0.85 0.77 3.4289 0.0746 16.00 0.0
Universal Health Sv. "B 0.80 0.69 3.6798 0.0800 11.50 (0.6)
Walgreen Co. 0.75 0.57 3.0892 0.0672 14.00 (0.2)
WD-40 Co. 0.75 0.55 3.5047 0.0762 16.50 0.1
Weis Markets 0.65 0.42 3.0805 0.0670 9.00 (0.9)
W.P. Carey & Co. LLC 0.90 0.78 3.5780 0.0778 15.00 (0.2)
Watson Pharmac. 0.75 0.57 3.1868 0.0693 10.00 (0.8)
Washington Post 0.80 0.64 3.5452 0.0771 7.00 1.2)
Berkley (W.R.) 0.70 0.53 3.3318 0.0725 17.00 0.2
World Wrestling Ent. 0.80 0.66 3.4256 0.0745 31.50 (3) 2.2
Alleghany Corp. 0.80 0.69 3.2827 0.0714 6.50 1.3)
Average 0.77 0.61 3.2749 0.0713
Average for the Proxy Group of
Six AUS Utility Reports Water
Companies 0.73 0.56 3.3238 (4) 0.0723
Median 14.50%
Conservative Median (5) 14.00%

See Page 4 for notes.
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Tega Cay Water Service, Inc.
Comparable Earnings Analysis

The criteria for selection of the proxy group of eighty-nine non-utility companies was that the non-utility companies be
domestic and have a meaningful projected rate of return on book common equity, shareholders’ equity, net worth, or
partners' capital 2012 — 2014 as reported in Value Line Investment Survey (Standard Edition). The proxy group of
eighty-nine non-utility companies was selected based upon the proxy group of six AUS Utility Reports water companies’
unadjusted beta range of 0.34 — 0.78 and standard error of the regression range of 2.8858 - 3.7618. These ranges are
based upon plus or minus three standard deviations of the unadjusted beta and standard error of the regression as
detailed in Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures 99.73% of the distribution of
unadjusted betas and standard errors of the regression.

2012 - 2014.

The Student’s T-statistic associated with these returns exceeds 1.96 at the 95% level of confidence. Therefore, they
have been excluded, as outliers, to arrive at proper projected returns as fully explained in Ms. Ahern’s testimony.

The standard deviation of the group of six AUS Utility Reports water companies’ standard error of the regression is
0.1460. The standard deviation of the standard error of the regression is calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression

V2N

where: N = number of observations. Since Value Line betas are derived from weekly price change
observations over a period of five years, N = 259

Thus, 0.1460 =  3.3238 = 3.3238

/518 22.7596

Median five year projected rate of return on book common equity, shareholder’s equity, net worth, or partners' capital
including returns identified as outliers as outlined in Note (3) above.

The criteria for selection of the proxy group of twenty-six non-utility companies was that the non-utility companies be
domestic and have a meaningful rate of return on book common equity, shareholders’ equity, net worth, or partners'
capital projected 2012 -2014 as reported in Value Line Investment Survey (Standard Edition). The proxy group of
twenty-six non-utility companies was selected based upon the proxy group of ten AUS Utility Reports natural gas
distribution companies’ unadjusted beta range of 0.27 — 0.59 and standard error of the regression range of 2.1458 —
2.7974. These ranges are based upon plus or minus three standard deviations of the unadjusted beta and standard
error of the regression as detailed in Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures
99.73% of the distribution of unadjusted betas and standard errors of the regression.

The Student’s T-statistic associated with these returns exceeds 2.06 at the 95% level of confidence. Therefore, they
have been excluded, as outliers, to arrive at proper projected returns as fully explained in Ms. Ahern’s testimony.

The standard deviation of the proxy group of eight AUS Utility Reports natural gas distribution companies’ standard error
of the regression is 0.1086 (2.4716 / 22.7596).

Median five year projected rate of return on book common equity, shareholder’s equity, net worth, or partners' capital
including returns identified as outliers as outlined in Note (8) above.

Source of Information: Value Line, Inc., March 15, 2010

Value Line Investment Survey (Standard Edition)





